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SACRAMENTO, CALI FORNI A;  TUESDAY, SEPTEMBER 23, 1997
10: 00 A M

M5. FINBERG |'m Jeanne Finberg from
Consuner's Union, and | wanted to take a look at this
brief outline that details some of the problens,
principals, and options in the consuner infornation area
And | apol ogi ze in advance for the roughness of this
docunment. | know our time is very valuable. And | wasn't
able to spend the time that | would have liked to on it
because | got distracted by other inportant things. But
I"mhoping that it lays out nmost of the inportant issues.
It will give us a chance to talk a bit about what we want
to recommend in the consuner information area

First, | listed the problens, and -- oh, the
other thing | wanted to say is ny bias in terms of the
consuner perspective is pretty obvious, and so |'ve tried
to include options and other perspectives. |'msure
have not been conpletely successful in that regard, and
I"msure you'll let nme know issues that have been left out
or | anguage that should be revised

In terms of problens, the first
broadest statenent is how consuners receive their health
care, which has changed dranatically with the shift from
fee for service to nanaged care. Mbst consurers either do
not understand the changes or have not been able to adapt
positively to the changes. | need to add nore
specifically, consunmers do not always understand the

rel ationships and the responsibilities of plans of health
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groups and of providers.

Consuners have scanty information avail abl e
to help themin choosing a health plan nedical group or
primary care physician. Scanty information is avail able
to consuners about the quality of care being provided in
the systemat various levels. Information that is
avail able is often inconplete, biased, unintelligible, or
not hel pful. Consumers are not confident that they are
getting the information that they need to informthem
about inportant decisions. Consumers are confused about
how to get hel p when they have probl ens in managed care.

So maybe | should stop for a noment and see
if people have any comments or responses to the statenent
of problens. Yes.

MR ALPERT: |'mstruck, Jeanne, and the
consistent theme in this says to me the big problemis
that consuners are not the epicenter of either the
delivery systemitself inits efforts nor are they the
epicenter of the regulatory oversight of that system And
the conbination of those two is a fatal flaw, if you will,
at the noment. That's why we exist.

| think if you -- each sentence says
essentially that. W don't have information. They're
afraid they can't get care. They' re afraid they don't
know how the systemworks, et cetera, et cetera.

MR WLLIAVS: One question |'mcurious
about is how you differentiate the problens as they relate

to managed care as opposed to how they relate to
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non- nanaged care fornms of health care.

M5. FINBERG Yeah. | actually did not
attenpt to do that. | assuned that our mission was to
focus on nanaged care and howit -- if it needs to be

inproved and the ways in which it needs to be inproved.
So | just mentioned fee-for-service as a very prelimnary
this is where we are. But |'ve really tried to just |ook
at the nanaged care systemand plans, assuming that's our
jurisdiction here. And | don't find it that helpful to
conpare. | know there's problens in fee-for-service, but
it isn't really what we're here for.

MR WLLIAVE: M question was really to
what extent are these problens created by nanaged care?
Are they historic structural problens? Are they health
care delivery system and therefore represents perhaps
bi gger problens, nmore inportant chall enges for the
comm ssion to think about and ways that this probl em can
be resol ved?

M5. FINBERG R ght. That may be very true.

MR ZATKIN: Do you think there are
consuners that have better information than others
according to the systenms that they are involved with? For
exanpl e, PBGH or Cal PERS? And how woul d you rate those
for providing infornmation?

M5. FINBERG Certainly, some consuners have
better information than others, and | think Pacific
Busi ness G oup does serve its nenbers probably the best,

you know, that we have here. | don't think that that
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meets all of our goals, but it's better than what a | ot of
consuners have. And | don't think | would attenpt to rate
them

M5. SEVERONI: | woul d just make one point
about Pacific Business Goup on Health because they've
been nentioned. On our recent visit there, | was asked if
I woul d consider serving on a conmittee that would hel p
with new naterials going out to consumers, and | suggested
that instead of having someone |ike me or another person
sit on a conmttee |ike that, would they consider a nenber
advi sory comm ttee where actual users fromeach of the
pl ans m ght be able to participate and hel p themreview
and update materials. And the response back to ne was
sinmply nuch too task oriented here to institute anything
li ke that because what we might hear is that the naterials
don't work

And so | think just, you know, whether
you're a purchasing group or a health plan, there aren't
any mechani sms right now that test to see what you're
asking us, because there really aren't |oops back to the
consuners regardi ng whether or not the information is
hel pf ul

MR GALLEGCS: Jeanne, | just want to

comrent on a couple of levels. First as a health care

provider who is still in private practice, one of the few
still remnaining under the current system and having
practiced before and seen the transition, | can tell you

that these points that you' ve brought up are points that
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I've certainly heard over the years fromny own patients
who have transitioned fromfee-for-service into sone form
of managed care.

And | mght say that froma |egislative
perspective over the years that |'ve been in the
l egislature, these are repetitive themes that |'ve heard
fromconstituents as well, and not just nyself, but other
colleague in the legislature. And that's why you saw a
nunber of bills this year introduced that hel ped to
provide nore information to the consumer, because that was
a thene that many of us in the |egislature had been
hearing fromour constituents in our communities that that
was sonething that they felt was very difficult about
accessi ng and understandi ng this new system

M5. FINBERG  Thank you. Maybe | shoul d
move on to the principals. The consunmers' ability to
under st and how to choose and use their health plans has
been critically inmportant. Consuners shoul d have unbi ased
standardi zed i nfornati on about health plans, medical
groups, and physicians. | probably should add in there
facilities such as hospitals as well. Consumer
information shoul d be useful and targeted toward assisting
consuners in making choi ces about health care and health
care coverage. Consumers should be informed or be able to
i nform themsel ves about the nmanaged care system and the
ways in which their health care nmay be affected by plan or
group policies or practices and how to nost effectively

navigate their way through their health plan.
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I'mthe typist here. Apologies for
m stakes. And a coupl e peopl e have pointed out to me |
need to include principals about special infornation or
additional information needed for a special popul ation or
peopl e with chronic conditions or special medical needs.
Ful | and accurate disclosure of appropriate
information can serve to foster conpetition and best
practices. And consumers should be well-infornmed of both
internal grievance processes, external resources, and
rel evant regul atory agencies that are or may be avail abl e

to themwhen they have a probl em

Any commrents on the principals? Ones | left
out ?

CHAl RVAN ENTHOVEN:  (ne of the things that
strikes ne as | looked at this was full and accurate
disclosure. |It's kind of like there's so much of it and

it's so conplex that there's also a challenge to find the
right balance. |'ve been studying on ny own ECC to see if
sonmething | want is covered in that. And it's so |long and
conplicated, | can't even find it. And so it was a real
chal | enge.

M5. FINBERG And it is a challenge. But |
thought that it was inportant for us to agree that that
was an appropriate goal. And then we could | ook at what
steps we can take to nove closer to that goal, because |
think that even you woul d be better served if you had
better information to use to navigate that ECC. And just

thi nk about what the average consumer faces.
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MR WLLIAMS: Yeah. | think these | ook
l'i ke some very good suggestions. Qher things that you
m ght think about considering is that consuners tend to
absorb information in different ways. Sone peopl e read.
Sone people prefer seeing it visually. And we m ght think
about different forms of presentation of the information
as well as availability in different |anguages and support
for different popul ations and different native | anguages.
So | think all of this is very constructive.

M5. FINBERG Good. |'mglad you nentioned
that. Different forns and different |anguages shoul d be
avail abl e to serve all consuners.

MR KARPF: Jeanne, a word that you used
several times that's inportant to me is standardized, the
ability to make appropriate kind of conparisons. And also
I put on ny provider hat when | have a set of standardized
information itens | must provide to nultiple different
people. It's alot clearer, a lot nore efficient than
providing different data to different entities. That
becones very costly and hard to interpret. So I'll
continue to enphasize that.

MR G LBERT: The only comment 1'd like to
make, Dr. Karpf, because | think your point is very
wel | -taken, in terns of making sure the information is
conparabl e, one of the difficulties is when you actual ly
proscribe the specific | anguage which occurs with both the
DOC and the DHS is, no. 1, you often use words at a

literacy level that really aren't -- really aren't
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applicable to sone of the populations in ternms of their
ability to understand it.

Two, you | ose sone flexibility being able to
describe things in a way that is the nost useful for your
menbers. And yet the flip side of that is your point,
which is if you don't make it in some -- if there isn't
some box, then you can't even conpare across one plan or
another. | don't know if you thought about that, that
bal ance between --

MR KARPF: | don't think the | anguage has
to be standardized. | think the principals have to be
standardi zed and the data el enents that one is going to
try to collect, if possible, have to be -- there has to be
a consensus about it so we don't have nultiple different
organi zati ons asking us about data, and they don't match

M5. FINBERG Maybe | shoul d nove on to the
options then, because that's the hardest part and probably
the least conplete part of this document

Let me mention the ones that | thought of or
that other people had suggested to me. Devel op consuner
friendly informati on on managed care, how to use a plan
and group, how to get hel p when things go wong, and how
to pursue a grievance, develop incentives for plans to
provi de nore conprehensive information on quality of care
rules and restrictions and options to consunmers in a
standardi zed fornmat, mandate reporting of standardized
information to an independent party.

And then it seened |ike we would want to

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900
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di scuss here who the information goes to, if it should be
governnent, if it should be private, if it should be a
regul ati ng agency or an independent body.

QG her options would be to require plans and
groups to disclose information on treatnent guidelines and
criteria used for treatment and referrals, require plans
and groups to disclose information on financia
incentives, devel ope incentives or nandates to inprove
quality neasures, particularly outcone neasures, require
governnental agencies to work cooperatively in producing
consuner information and responding to consumer conplaints
or requests for information

And probably a simlar option here would be
a requirenment the same that woul d apply to plans and
groups and providers to work cooperatively to produce
information and to respond to conplaints within their
system And then finally to create an independent agency
or entity that woul d produce uniform consurer information

CHAI RVAN ENTHOVEN:  Comment s on t hose
options?

MR RCDGERS: WAs your intent in creating a
new agency general consuner infornmation about health care
health plans sinmlar to what we've seen in terns of report
cards, or do you have a different thinking or thought on
that?

M5. FINBERG Well, in terns of what this
option neant, | was trying to | ook at ways that we could

sol ve these problens using these principals. And one way

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900
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is to have sonething conpletely independent that isn't a
regul atory agent that doesn't have a stake in the system
at any level but is solely responsible for collecting and
reporting infornation

MR RCDGERS: Do you have a nodel in mnd?

M5. FINBERG | don't have sonething in
m nd

MR ZAREMBERG | think | talked to a couple
of task force menbers about this already. Part of the
problems are like all the problens in insurance coverage
I don't think people read their policy until they need it.

MS. FINBERG Right.

MR ZAREMBERG And so | | ook at some of
this information, and | think Anthony asked the big
question there. Do we have any nodel s in any other areas,
whet her it be honeowners' insurance, whether it be
traditional indemity insurance or fee-for-service? How
many people read their coverage before they ever needed
it? And so are we saying there's an overall problem
there, and we need to address that problemthat covers al
insurance issues? O is this unique just to health
i nsurance or unique only to nmanaged care? |s that what
we' re addressi ng?

And | look at, you know -- and | preface
that because | think we need to go through sorme of these
things and prioritize and maybe -- and | don't know
whether Ellen's pole will help identify sone of those

things, or whether you did this poling. And let me

12
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further anplify on that.

| think it's inportant to do that because --
to prioritize because | think if we use other insurance
polices as exanpl es, people don't necessarily read it
until they need it. And the question is, do we want to
put out information in advance now that people can use to
hel p nake their choice of plans, and what is the
information, and can it be conci se and address the things
that are nost hel pful to then®

For exanpl e, you have in here require plans
and groups to disclose infornmation on financia
incentives. Now, | appreciate that. |Is that a
signi ficant aspect of how peopl e make decisions? |Is that
inportant? |s that sonething we consider inportant? |Is
that what peopl e make use of as a deci sion-nmeki ng process?
And | just use that as an exanple, because | don't know,
and 1'd like to nake sure that if we're going to nake nore
information readily available at the front end as opposed
to when they need coverage, that they have information
that they want.

I's Helen's pole going to | ook at some of
those things? |s this anecdotal or do people prioritize
on how they want to make their decisions in purchasing
health care?

M5. FINBERG | haven't done any poling
And | think that you raise the correct questions and nake
a good statement about what priority do we give this

information. Is it information that consuners shoul d have

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900
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and shoul d use? | can answer those questions fromny
poi nt of view

It is inportant information. It is
information that | think is highly relevant and that |
woul d use in making a decision. It probably would be
hel pful to pole our menbers to get our priorities and our
thoughts about these options.

| don't think that would tell us what
consuners want or what consuners use. | think that is
harder to find out even if we had the resources to do that
poling. |It's very tricky when that information isn't
avai | abl e now, and so people mght not really understand
how it could be used or what it neans.

MR ZAREMBERG Can | nake one foll ow up
point? You nentioned in here about -- and | don't know if
it's a proposal, but setting up an independent agency,
governnent agency. And before | would reconmmrend or
support setting up an independent governnent agency, |
woul d want to make sure that it's something that the
public is going to utilize, not just to have an agency,
but something that they can digest and utilize at the
right time and serves thema purpose. And |I'mnot sure |
have that information.

CHAI RVAN ENTHOVEN: | think even nore than
that, one of the problens with a governnent agency is what
we've seen, say, with the experience of OSHPD is then
peopl e who don't want to disclose the information use

their political power to, you know, to prevent it. And

14
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the entities that are supposed to be reporting have fifth
amendnent rights and can exercise their rights and raise
i ssues of fairness and so forth.

The bi g advantage of the buyer/seller
relationship is with Cal PERS and Pacific Business G oup on
Health. Say they want information. The health plans or
the hospitals can't just appeal to their fifth amendnent
rights and say, you know, "You can't make us provide it"
because the purchaser can say, "W're not talking about
whet her you have a right to provide the information or
not. \W're just not going to do business with you if you
won't informus" --

MR ZAREMBERG Can | ask a question? In
your work on this background, you nentioned that Cal PERS
and PBGH has sone of the best information. Do you know if
they poled their information to see what information they
thought was relevant to see what was relevant? | know
they had the books and the plans. |s that what we shoul d
use as a nodel? O do you feel that that's an adequate --
have they done some, you know, scientific marketing
research to see if that's how people are best satisfied?
Once | digest the information, is that what |eads to nore
satisfaction? And have they found that -- do we have
anything to go by?

M5. FINBERG |'mnot the best person to
speak about Pacific Business Goup on Health, but as I
understand it, they have done a survey, and they do have

some information about that. | think they' re relatively

15
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new to the consurmer infornation part. Maybe you want to
speak on that.

MR SPURLOCK: | can actually talk alittle
tothat. | sit on the CCHR executive conmittee. You
have the 1995 report that was just published. And we
actually struggled mghtily with how to make this document
exi st because there is infornmation on quality of health
pl ans and health plan conparison. That's statistically
valid so the nmethodol ogy is valid, tools were valid.

The problemis how do you display the
information. And this is actually the third report. And
we did focused testing as our primary source of
information. Even then we were confused and we came down
with the way the report actually played out, trade-off
bet ween conpeting interest and best gestalt about what
wor ks best with consuners. That was the first problem
di spl ayi ng infornation.

The second problemis how useful is this in
the deci sion-making process. And that's the part we don't
know And | think that's the part that's right from
research. | brought that issue forward to CCHRI that we
shoul d use this as an opportunity to see how much
consuners actually take this kind of information. Are
PBCGH and Cal PERS, whoever is using this kind of report,
the web, is that acceptable, useful if it's giving out
enpl oyee benefit packages during enrollment? Do they | ook
at this?

Wiat | suspect sonetines, are they
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i nfl uenced nore by commercial s? Sone of the things in the
newspaper? Wat is the information used that consumers
want ? Maybe a lot of them have different types of needs,
and we need to do a lot of different formats. But | think
those are areas that are really open subjects that have
not been answered, and we're just at infancy.

CHAl RVAN ENTHOVEN:  Peter.

MR LEE  You really did what our board
group didn't do, provide a range of options |east
intrusive. | want to note the earlier options that are
uni ntrusive, coupl e observati ons.

One, | think we should be focusing as nuch
or nore information on how to use systens as information
about choice. And | think Jeanne does that in principals.
And we need to look at that in ternms of description as
wel . Whatever we recommend, the choice will be limted.
And even when peopl e neke a choice, we don't know what
goes init, what they're going to use as they go into
them And that's one observation.

| think in terns of recommendations, the
ones that will probably have consensus is on the very
uni ntrusive ones on the top of Jeanne's list in terms of
devel opi ng consuner information. | think that's sort of
an encouragi ng nmarket to do that, accreditation agencies
to look at how information is provided to plans. The
pl ace where we need to focus our discussion is around plan
dates. And the bl ock of discussion, what is required of

pl ans and, you know, Ellen, you junped to the top end,
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further end of devel opi ng anot her agency; that there woul d
be a I ot of discussion about that.

The block I'mreally nost interested inis
the nore niddle block of what is required disclosure and
what do we nean by required disclosure.

And rather than sort of say what | think
shoul d be required and what shouldn't be in which ways, |
think maybe for our next discussion for the present task
force -- what is needed here is breaking out different
sorts of information that nust be required or is available
upon request, and those are some of the issues that |
think are really rubber nmeets the road on information
di scl osure.

Is it sonething that always shoul d be
provi ded the nonent someone enrolls, provided when a
certain incident happens? A denial, and then a new set of
information? O is it avail abl e when soneone says, "I
want to know this." |If someone wants to know what formula
ny plan has, do you attach that in the evidence of
coverage? | don't think it's in the evidence of coverage.
But | think that's the issue that woul d be good to get
into in the next discussions, the next |evel of
di scussi ons.

M5. FINBERG | thank you for mentioning
that. | agree. | think it would be -- obviously |I can't
read this right now But it would be really hel pful of
everyone could read this draft fromthe president's

comm ssion and give A ain i medi ate feedback about it,
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whet her you agree with or disagree wth.

I'mnot recomrending this list of options
that's on here. | was just trying to lay things out,
although, | think it's pretty good. And we should follow
alot of this. | think we need to nodel it into what's
appropriate for us, particularly focusing on California's
needs that are hel pful, unlike what | was able to do, and
provi des a much nore conprehensive structure and |ay out
i ssues for people that are very interested in this issue.
If you can mark it up or wite a separate docunent
responding to this, that woul d be hel pful.

MR LEE One other last point, the other
thing about conmment on standardization, standardization is
really in both areas. One standardization of data
collected, it should be standardi zed not duplicative.
There are inportant benefits to standardi zed communi cation
to enrollees. | don't want to discourage renovation.

In the area of disputes, it's one of the
things that gets very confusing. Everyone communicates
differently about it, and consurmers do change plans. And
by having it, different people can get nore | ost as they
move around in different systems. | think we need to rest
wi th standardi zation on both |evels.

MR ZATKIN | think we need a baseline.
Maybe that is what is currently required in terms of
information. And then by |aw, in Knox-Keene and then what
is available to part of the popul ati on because they are

part of PBGH plans or this systemin Cal PERS in order to
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say, "Wll, what's additional ?" | know there have been
some bills considered recently that woul d have added
additional elements, and it woul d be hel pful to kind of
know what those el enents were. There was, | think, the
Rosenthal Bill that woul d have provided for substanti al
di scl osure, you know, just in terms of considering this
i ssue.

MR GALLEGCS: First off, | just wanted to
say that this clearing house, whatever it would be for all
this information that we're proposing to gather could be
an outside organization as well as a governnental agency,
couldn't it?

MS. FINBERG Yes.

MR GALLEGCS: There coul d be a group out
there who coul d serve as the central database for
conpiling all this and putting out sone kind of a report
and advertising it to the public that this is avail able.

M5. FINBERG Sure. Gve it to the

consuners union, for exanple.

MR GALLEGCS: Well, | didn't give any
nanes.

M5. FINBERG | wasn't recomrending this
option necessarily. | really was trying to lay out

options, and you're right. Wen | put agency or entity,
that's what | had in nind. It could be a government
entity that was created, or it could be something that
al ready exists, and it could be nonprofit or profit, et

cetera.
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MR GALLEGCS: kay. Thank you.

M5. FI NBERG  Ron.

MR WLLIAVS: Two comments. One regarding
standardi zation, and it's sonething | kind of always worry

about in the mnd, henry Ford said, "You can have any

color you want as long as it's black." | think there's a
di fference between standardization and standards. | hope
as we have the debate, | hope we tal k nore about standards

as opposed to standardi zation.

Peopl e have different needs, stages of life,
financial circunstances. And to some degree, products
that are successful in the market recognize different
needs people have. And | think standards is really what
we're tal king about so the consuners can be sure they're
getting something that meets certain established
guidelines that the legislature and society feels are
i mportant.

Second issue, | think one of the costarring
points we have to grapple with, our plan grapples with it,
| suspect all others do too. This is a category of
service of something that is |owinvol venent, |ow
frequency of use for nost consuners, and we can have
mandates on information. W can make all the information
avai l able. But one of the things we need to work on as an
issue is to get consuners involved nore on the front end
in really understanding the choices and the options.

| think Alain said it best. Mst people

|l eave their plan after they have a need to utilize it.
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And at that point, the utilization has been made, and it's
alittle late in the game. So | think one of the things
that we can contribute to is nmatching the plan sel ection
to their real needs, and all of our research says |ow

i nvol verrent category, and nost assune it's lowin
frequency usage.

M5. FINBERG Wll, that's really a good
lead in. On the second part, | don't knowif we're quite
done. Elen is going to be presenting on the invol verrent
side, which we'll get rmuch nore into detail on that. Yes.

MR ZAREMBERG (ne final observation. |
don't knowif we can look at it, if nmarketing research has
ever |looked at it. Your small and medi um size busi nesses
make a | ot of the decisions for the consuners, and when we
tal k about getting consurer information how do -- you
know, consumers mght not -- the consumer may -- | think
there's two aspects of it.

V¢ tal k about the need to satisfy grievance
procedures. Let's say that's one aspect of it. And that
may be at the back end after you have a problem How do
you choose a plan based on what you perceive to be neeting
ny needs, ny quality?

| want to pick a plan on quality that's at
the front end. That nay be a decision that the consuner
makes or the enpl oyer makes in conjunction with the
consuner or the enpl oyer makes all by himor herself in
conjunction or consultation with their agent broker.

And so if there's data that you're directing
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only towards the consumer, who's the user, this
informati on may never get to the person or entity that
actually is in the decision-naking process to purchase the
plan. And so | don't know. | think maybe we need sone

di scussion or sone insight into how agent and brokers take
this infornati on that has been pointed out, CCHR put
together. Do they help small and medi um size busi nesses?
What information do we use? And how do we get that
information in their hands so we can nmake a deci sion that
hel ps both enpl oyers and consuners

M5. FINBERG R ght. Wll, | think that we
are -- the marketplace is noving towards assisting
enpl oyers in making their decision, and the Pacific
Busi ness Goup is a good exanple of that. | think that
the initial decisions were based on price, and now there's
nmore information of nmore varied types that are collected
and given to enployers. The problemthat | have is that
enpl oyers are not necessarily poling their consuners and
getting the information that is rel evant about usage, and
one of the reasons is it's so hard to get that
i nformation.

So what |' m concerned about is devel opi ng
information that isn't as dom nated by the enpl oyer. And
you're right, you know W're not as devel oped on the
smal | and medi um busi nesses as we are in the big ones, but
| really do want to | ook at the consumer. O you could
call it the enployee in nost cases

And bi g businesses that have a human
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rel ati ons department may have the capacity to start
receiving that information as there's nore awareness and
know edge that the consuners have to give feedback about
those choices, but | feel like that's really where we're
at, the infancy, and someone shoul d be providing nore

i nformation.

MR ZAREMBERG | think there's an answer to
Alain's question. | think at the right tine I'll explain.

CHAI RVAN ENTHOVEN: | think we better nove
onto Ellenin the interest of tine here

M5. SEVERONI: For ny aspect, you have a
handout. And that should be two pages with the first
section being consunmer values. And | don't think it wll
take me too long to set up this whole area of consuner
invol verent. And in sone ways, | feel saddened about
that.

13 years ago, as some of you know, | started
an organi zation called California Health Decisions, and
the goal was sinply to involve the public so that public
val ues coul d be incorporated into policies and practices.

And |'d have to say that in preparing to |ay
out for you some nodel s of consumer invol venment, there's
probably as nmuch a girth today of consumer invol verment in
heal th care decision-making as there was 13 years ago
And one coul d | ook at that as naybe an indictrment on CHD a
smal |l non-profit organization in Oange County. O maybe
you woul d have to | ook rmore careful at oursel ves.

And | guess if | went into this conversation
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with any bias, it is that | think in the industry we are
going to need strong incentives to pronote the kind of
consuner involvenent that | think will essentially create
the kind of quality in managed care that all of us are
going to see. Just to lay out some exanpl es of what |
woul d consi der consuner involvenent, one woul d be the
system up i n Washi ngt on.

And obviously there's a relationship there
bet ween Kai ser Permanente and group health. And, Steve,
you coul d share with us nmore than | can the invol venent.
The governance especially that consuners have in that kind
of model. That's not the only one, but | think the best
one to denonstrate. And there are many.

The second woul d be there are two other
i nvol verrent nechani sms that | shared with the group at
Fresno during ny presentation. One is the use of a nenber
advi sory commttee at Cal Optima in Orange. Cal Optima
was involved in the design of that systemand the
organi zation and the board of directors in the on-going
qual ity assurance nechani sns, including grievance
procedures, as well as the evaluation of how that plan
serves it's menbers.

So it's a very, very integrated and invol ved
menber advisory committee. | would say onbuds prograns
like the kind that Peter mentioned could share a | ot nore
with us about our other good nechani sms of consumer
invol verent. And again, | would say across the country,

they used very little conpared to how well they could be
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used.

Final |y, feedback nodel that have CHD has
created with providers and health plans and purchasers to
inprove quality and consuner driven process of
invol verent. That's not very many.

13 years ago accident, ny biggest hope woul d
have been if | was standing before you today, that at the
very |l east, each one of us could | ook at any plan in
California and identify five. Mninumfive processes or
structure. And each health plan that each purchasing
group used and each provider network that were
specifically designed like the ones |'ve just nentioned to
i nvol ve on-goi ng consumer input and desi gn and
i npl enentati on and eval uati on

So | think just five would be -- and this is
just very biased and ny own starting point for discussion
I think should be the mninumthat we should shoot for.
And whet her that can be done through public or private
incentives, it will be up to ny coll eagues to discuss

Any conversation around the consuner
invol venent | think needs to start w th consuner val ues
and | won't take the time to wal k us through the seven
val ues that are on your first page. These are other
val ues CHD has heard over and over again when we are
working with consuners. These are values that people use
when they're sitting around the kitchen table or when
they're in one of our public forums to think about what

sone of the trade offs are in health care choosing and
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what they're willing to do to nove ahead.

For our discussion this norning on Page 2
follow ng Jeanne's dissertation about separating this into
princi pal s and recomrendati on, what we've been trying to
do, and | want to thank Alain's office, in terns of
reconmendati on for changes in consuner involvenent in the
health care system is it nust be based upon a redefined
guide principal. So we've laid out the follow ng
principals to serve as a junping off point in our
di scussi on about the principals around which the task
force can devel op a consensus

So the first one woul d be nenber patient
i nvol verrent i n managed care deci si on-making, including
menber participation and product design, devel oprment of
marketing materials, design and grievance procedures and
quality inprovenent processes, well-inproved managed care
qual ity and enhanced consuner service and satisfaction
Any takers?

Is it nmore likely that people woul d di sagree
with a principal like that? Are there people in the room
who feel confident that a principal |ike that should guide
the deliberations we nake around recomendations? 1'll go
through all four of them

CHAl RVAN ENTHOVEN.  Cne wonders why isn't
that happening, or is it?

MR WLLIAVE: | think it is happening.
think it's a matter of degree. | think that there are

formal regul atory processes that require consumer

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900

27



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

involverent. | think also plans who are trying to win in
the marketpl ace are very interested in hearing fromthe
custoner. You want to design products that consuners |ike
and neet their needs. | think it's a natter of degree and
opportunity for advancerment. And in what we're doing,
there's clearly work for inprovenent.

MB. SEVERONI: Wiat processes exactly are
you tal ki ng about ?

MR WLLIAVS: |'mtal king about focus
groups. |I'mtalking about formal menber advisory
commttees in which menbers are presented with new product
designs, provided information on grievance processes, and
types of issues that nenbers raise, and ideas are
solicited for howto inprove those processes. Those woul d
be just some specific exanples. Opportunities for menbers
to review new brochures, things |ike that.

CHAl RVAN ENTHOVEN: St eve, does Kai ser
Per manent e have menber advi sory groups that each --

MR ZATKIN W have themin sone areas, not
all. W do use focus group. But | think there's room for
more of this. The issue in part has to do with how much
invol verrent -- out of five mllion nenbers, how do you
i nvol ve those who are nost interested and still mnove your
activities forward and not have themjust sit.

MR ALPERT: | think this is a great area
for discussion, because the ultimate nunber of patient
i nvol verrent i n managed care decision-making is the tine

when a patient or nenber can have the care that they're
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trying to have or wondering if they can have and so forth.

And as a physician who sees patients on a
daily basis, | was just trying to think if | ever in the
past several years have seen a patient who was frustrated
or had an enigma or a vague area about the carrier,
whether it be diagnostic or treatment, where they called
the conpany and cane back and said, "Joe, you know, they
have this wonderful process for me to avail nyself to
figure this out.”

| have no nermory of that interaction at all.
And the ultimate hel p a conpany could give to a menber or
patient in decision-making is explaining that. People can
accept certain things if it seems that it's fair and
bal anced. But that's the nost inportant menber plan
interaction. | think that's when they' re the nost
vul nerable and it seens to be the time when they get the
| east satisfaction in ternms of infornation.

MB. FINBERG That's where the onbuds nodel
hel ps at that point when there is a problem

MR WLLIAVS: | think perhaps one exanpl e
that | could come up with, sone plans have access to nurse
advi sors who are available 24 hours a day. Soneone is
contenpl ating a particular procedure. They can call up
that nurse and really get feedback and guidance. The
person has an axe to grind one way or another w th whet her
the person gets a procedure or not, but the nurse can
provi de some context for understanding.

So | think that there clearly is a | ong way
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togo. And | don't want to suggest there is a significant
opportunity for inprovenment. But | think you'll find that
nmore and nore and nore is going on perhaps in different
plans in different ways. And maybe one of the things that
you might want to think about is what can we build on in
regards to those areas

M5. SEVERONI: |'mnot hearing anyone say
this could be a principal group we could enbrace

CHAl RVAN ENTHOVEN: R ght .

M5. SEVERONI: The second pri nci pal
consuner invol venent mechani sns, consuner feedback groups,
focus groups, menber advisory conmttee, an onbudsnman
program can inprove the overall efficiency and marketing
of plans and medical groups.

Again, what |'mlook for here is, you know,
is the task force able and willing to enbrace this as the
principal to guide further recommendations?

MR SPURLOCK: One thing that strikes ne
about all these reconmendations and all these comments is
it's looking at the consuner in the abstract. And | think
that's very valuable. | think when you | ook at popul ation
based health, you have to | ook in |arge abstract ternmns.
But |' mthinking about consumer involvenent on intinate
deci si on-maki ng process about their health care. |I'm
t hi nki ng about the one-on-one relationship in the office
what we do in our organization. W have to think
deci si on-making starts in the home

% give books out to all consunmers that are
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menbers. They have an opportunity to look at this to see
whether this is care they want for thenselves. |'m
thinking of those kinds of involverent as being nore
inportant -- not nore inportant, but equally inportant as
the advi sory panel as a group.

I"'mall for those, but | think we can't | ose
that focus of what can go on in the office on the
individual's level, maybe in the hone after the care is
gone, when they're |eaving the hospital, and all the
different venues so that the patient is constantly a
conmponent of the decision-naking process fromstart to
finish.

MR RCDGERS: | think inplied in the
i nvol verrent issue is taking this down to the next |evel,
which is the group practice, very large groups. Is it
your intent in your principals to cover that level, to
| everage the plan's contractual relationships to say this
shoul d al so be enbedded in your contractual relationships?

M5. SEVERONI: Certainly the intent is to
recogni ze that a lot of care is delegated to the plans. A
lot of this has to focus very much with the providers,
yes.

M5. SEVERONI: | think the last principal
does get to that alittle bit. And we go to provider
organi zations as well as purchasers.

MR RCDGERS: Do you see this as kind of a
regul atory mandate or an encouragenent and contract ual

mandate? Wat's the mechanismto assure this happens?
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M5. SEVERONI: Well, | certainly don't have
the answer there. |'mhoping that the group will help us
think that through. But I'mnot ruling out the strongest
kind of incentive. | hope it can be primarily focused on
private incentives.

Wien | | ook at how poorly we've done thus
far, | don't know what it's going to take. | think
Alain's question, "Aren't we doing this?" Yes, we are
doing it, but everyone agrees, it's not just alittle bit
better, but we nust do an extraordinary job of inproving
it. | think we're going to have to nake sone tough
deci sions about what it's going to take to do that.

MR GALLEGCS: First off, on this consumner
information, 1'd like to make a clarification, if we can
What | see is that there is a distinction here that we
need to make clear. There are two |evels of information

There's advertising, which is one thing. |
mean, that's, you know, the 30-second commercial that
says, "Qur doctors are trained at Harvard. You shoul d
choose our plan," flashy brochures, colors, no deductible,
no copays, free prescriptions. | think that's one |eve
of information.

But | think it needs to be distinguished
fromthe information that's provided for patients to nake
the choice of plan so that, you know, it's one thing to
attract potential consumers by your, you know, conmercials
and your advertising materials, but | don't think that's

really the information the consumer is going to use to
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ultinmately make the deci sion

That information is going to be, you know,
how are they on annual pap snear, physical exans? Wat's
the formulary? Sure, okay, free prescriptions
five-dollar prescriptions, but, you know, what medications
do they cover? What medications don't they cover? How
does one's plan for treatnment for diabetes differ from
anot her ?

| think that's a different |evel of
information. And | think we need to nmake a distinction
bet ween, you know, consuner infornmation and then what --
focus groups will tell you, "Yeah, | like that comerci al
Cee, that's great. The doctor |ooked nice. She was very
professional. Yeah, she's trained at Harvard. That's
pretty inpressive."

But anot her kind of focus group -- and
don't know if plans do this for that other |evel of
informati on of consuners |ooking for, like, the ones what
| described that are nore particular and specific

MB. SEVERONI: | think it's a dead
distinction, and we can certainly nmove it back into the
consuner information side of things. | would tie it into
the consuner involvenent. | think if plans and provider
groups and purchasers were spending nore time and energy
in true consuner involvenent, we woul d go beyond those
initial focus groups and go nmuch deeper and listen nore
carefully to what the consuners are telling us

And | think we probably would be able to
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spend nuch | ess noney on the advertising because a broad
stroke | ook at recent surveys can tell ne that nost people
make deci sions about a health plan by talking to
col l eagues at work and fam |y nmenbers. So extraordinary
dollars are spent in the advertising arena

If | were running a conpany, | night nove
somepl ace el se, because retention and consumner
satisfaction is nuch nore inportant.

M5. RCDRIGUEZ-TRIAS: | come fromthe days
of the nandated consumer in the public systemthroughout
the community health centers and the public hospitals and
so on, and had a great deal of experience with sone of
this.

And one of the things that |'ve seen very
common was the issue about information, the training, the
time, the supports for that, you know, that there has to
be -- well, have to be actually commitrments. There has to
be a comm tment that supports the consumer participation
inall its levels, because what it usually turned out to
be, the professionals took over no nmatter what, even if 51
percent were consumers because they control -- were the
ones who knew the technol ogy, information. | think there
has to be really a true conmitment. There has to be sone
kind of commtnent and support for this to happen

M5. SEVERONI: | think we get to that in one
of our reconmendations when we tal k about col | aboration
anmong government foundation plans, provider groups, and

purchasers to fund devel opnment of consumer invol verrent
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pr ogr ans.

M5. FINBERG Peter has been trying to get
your attention.

MR LEE W're sort of junping around here.
W' re commenting on recomrendations as well as principals;
so | felt alittle out of place. | want to conme back to
Dr. A pert's point.

The inportant point that | think is worth
incorporating as an additional principal in acknow edgi ng
that one of the principals involved in this is that people
are invol ved, patient involvenment with provider,
practitioner. A lot of these recommendations and the
framework is the systemlevel, which is inportant.

But | think the first principal point, and
it's what a lot of the ERGs and a | ot of our discussions
are try to get toin different ways, so it's not only
here, but developing that idea. | think it's very
inportant. | take it as a friendly amendnent.

Consuner invol verrent needs to first and
forenost be, we have to have the systens in place to
foster that relationship to make sure the patient is
totally involved in that clinical decision-meking, is
inforned, there's not barriers, et cetera.

And | want to sort of followup on that
point. |If | heard it correctly, the other -- I'd like to
echo very strongly the point relating to a |ot of the
reconmendations that participation, to be meaningful,

really needs to be supported.
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To say soneone can be involved at the table
doesn't nean they have the information to be an active
participant. And | think Ron's point is an inportant one,
that Knox-Keene requires that HMO s have consumner
participation. How it actually cones through, what little
I've looked at, it's very mxed, it's very inconsistent
bet ween pl ans, how they incorporate consumer participation
in policy-making. How nuch consuners get support. How
much they really knowit's really there.

And the third point, add in a consumer
i nvol verrent nechani sms survey. Wat essentially we're
tal ki ng about, quality measures, how are the standards
wi thout surveys that are -- that get at information to
informthe whol e range of players to inprove the system
And | think surveys are one of the ways, as well these
others that we need to acknow edge as vehicles to actually
hear from consumers.

M5. SEVERONI: Principals, strong public and
private incentives are necessary to ensure the health
pl ans devel op organi zed systens of consumer invol verment
and advocacy. And | would include health plans and
provi der organizations there. | would amend that. Taking
your point, Tony, we've done that.

MR WLLIAVE: One question, if | may. |I'm
curious, do you believe that the plans that apply these
principals would be nore effective in recruiting and
retai ni ng menbers?

M5. SEVERONI: Well, | think if clearly the
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information gets out to the public, | do, Ron. | think --
I think they will be because | think by listening to --
don't know another industry in the United States that
doesn't listen to its custoners and continues to inprove
processes based on that input.

And | think the health systemdabbles init.
| think we dabble init, but we are not commtted. W are
not commtted to consuner driven processes for quality
inproverment. And | think that those processes wll
enhance your services and enhance your ability to conpete
and nost inportantly give patients and their fanilies the
care and service that they need.

And that doesn't mean that they want --
really separate that out, because | think consuners have a
very inportant roll in here. There's a shared
responsibility for health and for -- even for the health
of the popul ation, and as we become nore involved as
menbers, | think we use that word "nenber" all the tine
yet | don't remenber the last tine that the criteria for
menbership in ny HVO were nmade very clear to ne. That
was val ued as a menber, that there were the processes for
engagi ng nyself within that organization. Sort of the
whol e aspect of what nenbership neans, it is a
give-and-take. |'mjust not taking all the time. [|I'm
expected to give. Wen | give, you listen

Ri ght now what | hear from consuners who
have been surveyed to death, is | can't get a single

person to tell ne once an inprovenent was made, no one
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could tell me that ny input was val ued and sormet hi ng
changed as a result of that. I'mreally not overly
criticizing. |I'mjust say, | don't think we have done
this with the kind of gusto that would clearly show on
your bottomline that this was worth doi ng

MR WLLI AVE: | guess the point | was
making is if nmarketpl ace performance woul d inprove, if
people do this, and it becormes the voi ce of the market
saying this is what consuners, your plans will grow It
will do better. You will have nore nmenbers to serve. It
seens to nme that's a pretty good incentive

M5. FINBERG Wiat |'mstruggling with is
the abysnal |ack of these kinds of measures wthout. At
this point, the consuner is sovereign when picking a plan.
But once you're in, that's it. You really don't have the
ki nd of mechanisms to be able to inprove your relationship
with your providers, with your plan. | know, Allan, you
had sonet hi ng

MR ZAREMBERG Can you give me sone
exanpl es of what you mean by strong incentives?

MS. SEVERONI: Yeah, | think one strong
incentive fromthe purchasing side, for instance, is
sonmet hing | experienced a few nmonths ago when the Pacific
Busi ness G oup on Health in a contracting rel ati onship
with Health Net accepted their first go at a contract, and
said, "This |ooks good, but we want consumer feedback in
there before we sign on the dotted line."

| consider that a pretty small incentive
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froma purchasing organi zati on saying that they wanted to
see a very specific consuner invol venent mechani smin
place in order to put a contract in. | think that was
pretty strong

Anot her kind of strong incentive would be an
incentive that came fromthe public side that said that we
woul d have to have at |east five nechani sns of consumer
i nvol verrent in plans and nedi cal groups denonstrating by
X-time in order to neet Knox-Keene

MR ZAREMBERG Can | ask Ron, because of
your enpirical evidence, and | appreciate that, because
think that's what you do very well, but Ron and maybe
Steve Zatkin and anybody el se in your plan, in your focus
group, has certain consumer information made a difference
inthe retention plan so that we nake sure that people get
the information that is nmost inportant for themwhen we're
di scussing this?

MR ZATKIN | don't know the answer to
that. | do know that |'mnot involved in some of the
operation side. W' ve had one experience which is
instructive. It had to do with the clinical area where we
-- there's a generic task for breast cancer. And, you
know, Bruce can describe it nmore accurately than I.

But normally, we would have just devel oped a
guideline, internally. And in this case, because of the
fact that we think that patients are nore active in their
concerns, generally, and because we thought it was the

right thing to do, we went out to patient groups across
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the country on this one and listed a |ot of input.

And | don't know if we have better
guidelines or not. | know we have groups who feel better
about the guidelines. So that's a fact that is hard to
measure in general. And | don't know how to translate in
terns of nenber satisfaction down the road, but | think
it's a very good nmodel, and |'mhoping that we will pursue
it nore broadly.

MR KARPF: | have a little concern. Does
that mean appropriate care becones a matter of consensus
of the public as opposed to a matter of careful
investigation and eval uati on by physicians, whoever el se
needs to be involved? | think we've got to be very
careful as to how we decide what's appropriate and not
appropriate. W' ve got to nake sure that even within
smal | decisions, if we set a precedent, it will cone
back --

MR ZATKIN: | think it neans that you're
prepared to explain the basis for what you're doing and to
listen and get input.

MR KARPF: That's different than naking it
a count of votes. Because | think there will be a |ot of
areas where there will be considerabl e di sagreenent.

MR ZATKIN W didn't do a vote, but we
went out and did talk with groups who did have a strong
interest.

DR ALPERT: This is a different topic. |

appreciate Steve bringing it up. | think BRC for breast
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cancer points out an inmmense paradox in goal consensus,
popul ati on based consensus that M chael tal ked about and
Bruce tal ked about .

If you get a sense now from breast cancer
fundrai sing organi zations in the country, fromlarge
groups of people that opine on whether tests are good,
bad, or indifferent, what's happening now, and you're
going to see much nore of it, is that the science behind
breast cancer technology is excellent.

The information that is potentially
avail abl e to people is unbelievably profound in terms of
what their predilection for getting a certain specific
illness mght be. The overwhel m ng theme surrounding this
now in terms of whether people should or should not have
it done in the public in the overall |arge consensus group
are that, do it, don't doit.

There's actual |y advice, be very careful
about this, that reason for that is that you will be
di scrim nated agai nst somewhere in the future, nost |ikely
by an insurance conpany of some nature. It nmight be job
di scrimnation, health discrimnation.

And that's a very, very pronounced
phenonenon going on. It's recognized by the United State
Senate. And it's a paradox, because we're devel oping
profound information, but the country is being -- by
consuner agenci es, people are afraid of what m ght happen
to peopl e, advising people against getting access to

profound information. And that's a paradox.
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CHAl RVAN ENTHOVEN:  Excuse ne just a second
W're running quite a bit behind. | hate to be
approaching cutting this off, because | think this is a
wonder ful di scussion we're having, but it's now 11:19
Could we aimto say end this by 11:30, because our next
speakers have tine constraints of their own.

El l en, you're doing a wonderful job here
And | hate to say that

M5. SEVERONI: | think the task force input
has been fantastic.

MR SPURLOCCK: In nedicine there's a |ot of
uncertainty, there's a lot of medical uncertainty. And
whenever there's a great amount of medical uncertainty,
the patient's val ues becomes nuch nore inportant on how
you proceed. So if there's very little uncertainty on
pneunoni a on using antibiotics to cure pneunonia, it's
invol verrent is inportant, but probably not as inportant
whet her a woman has a mastectony or |ipectony because of
breast cancer. There's a huge anmobunt of uncertainty in
that issue

Wien we devel op guidelines and devel op
clinical interventions over great medical uncertainties
whi ch science can't solve or the systemdoesn't know the
right answer, | think that's when the conputer needs to be
closest to that decision process.

They need to be intimately invol ved and
understand that. W need to understand how val ues play a

role in that clinical decision-making when there's great

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

uncertainty. W're tal king about breast cancer and those
i ssues, where there's trenendous uncertainty, and | think
that's where we need to have consuner invol verent the
greatest.

DR KARPF: | think that can be taken one
step further. |If we look at the breast cancer patient
who's either going to have a lipectony or who's going to
have a nodified radical, we at |east know that there's
some kind of surgical procedure that's going to be
i ndi cat ed.

But where we get into real problens is where
there's total uncertainty in the efficacy of the
procedure. For exanple, a patient has unusual nalignancy,
and soneone suggests bone narrow transplant. And there's
not nmuch data. And there has to be a mechanismfor
resol ving that because that can't be a mechanismthat's
based strictly on a desire. There's has to be sone kind
of resolution process that deals with the issues of
scientific basis value. And that, | think, becones a
critical area for us.

M5. SEVERONI: It seens to me we got |ess
than ten minutes to discuss recormendations. | think it
m ght be worth trying to quickly nove down through these
recommendati ons so that we could hear a little bit nore
The first one being governnent purchasers and plans shoul d
devel op and inpl enent formal consumer feedback nechani sns
that result in useful nmeasures of the extent to which the

plan and their provider group is successful in involving
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consuners in organizational design and deci sion naking.

If | can read correctly, what Martin and |
are trying to say here, | think what | would be saying to
cut to the chase, is that we are eval uating invol verent
and i nprovenent nechani sms based on what the consuners
think is inproving here.

In other words, the kinds of mechani sns that
we woul d use to produce useful neasures woul d have to be
measuri ng whether or not the consuners think we've made
i nprovenments so that Ron or Steve, if you're involving
certain consunmers in an area of breast care, you would go
back and eval uate changes and i nprovenents that you' ve
made with those nmenbers to see whether or not an
i nprovenent has been made and was val uabl e.

M5. BOME: Ellen, I"'msensitive in naking
this comment, but you coul d have very happy but very sick
consuners. You know, good bed side manner does not
necessarily equal good care. So while |'msensitive and |
absol utely appl aud these efforts to involve and to
sensitize and to have nore consuner involvenent, | think,
you know, at what |evel and how, and how is that measured,
I don't think at least | could buy off on this at this
time.

MR WLLI AVSE: Ellen, |'d be curious how
this differs fromthe nmeasurenent process that health
pl ans woul d use with the NCQA accreditation process where
you' re asked to survey your menbership to solicit inputs,

to show quality inproverment in the feedback that consumers

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

have given you regardi ng access, clinical services, et
cetera. How would you differentiate what you're proposing
fromthe fundamental aspects on quality preservation
princi pal s.

M5. SEVERONI: Well, for one thing, when
| ook at the NOQA standard, |'ve yet to have a roomfull of
consuners who really fully understand what it is NCQAis
asking for. In fact, | know they've begun to do sone
consuner focus groups in terns of the accreditation
measures that they' re asking for, but | don't think
they' ve done nearly enough for ne to think they're hitting
on the kind of a nodel for inproving quality that is
important to consumers

| don't think at this point that health
plans or providers are collecting information enough that
has been driven by putting that information into
consuners' hands. So what | woul d be suggesting is that
while | know at this point you ve got to conply with those
ki nds of NOCQA standards that you want to be able to say to
purchasers that you' re neeting a specific set of quality
standards, those are still driven by purchasers, and they
are not driven by consuners.

| have yet to see at this point where the
purchasers were | arge enpl oyers are | ooking far enough
beyond cost into the quality issues to suggest -- to be
confortable there. So | think that the kinds of consuner
f eedback nechani sns that we're tal king about, | guess

woul d be nore |local and woul d respond to a need that nmany
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consuners had to know how ot her col | eagues and consurmers
measure the plan

M5. BOME: But that cones up through the --
not necessarily individual, but through the enpl oyees
benefits mechanism And certainly if they're getting
conpl ai nts about either the access to service, the type of
service, or the quality of service, that is clearly an
indicator that will be brought up by the enployer in the
health plan, whether it's a small enployer who is hinself
or herself the business owner who hears fromtheir
enpl oyees that they're unhappy or whether it's an
extrenely | arge enpl oyer, such as a Cal PERS type of
system

And | think that there is a mechanismthere
that does involve consunmers. And | think it's rather
unfair for you to be damming the whol e industry in effect
by sayi ng no one has consuner feedback groups.

Now, they could be nore systematic. They
could be nore intense. They could be neasured. W could
come up with particular areas where we feel that this is
an overriding concern. W would like all health plans to
incorporate these particul ar measures. But when you're
speaking generalities of consumers and that huge conpl ex
field of health care, without giving it nore specifics,
think we're going to spin out the wheel s and not get
anywher e.

So | want to convey | think we do need nore

consuner involvenent. So |I'mvery sensitive to that
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issue. But | think if we leave it in this anorphus, do
nmore good things, we're not really going to get very far.

M5. SEVERONI: Wiat woul d one specific thing
be that you would put out there that we can do to inprove?

M5. BOME: Well, one that | can pick up on,
certainly some consumer testing of the information that
goes out. And | do think, if I'mnot nistaken, that |ike
in Medicare and sorme of the other prograns that are
required that people could at |east understand what is
trying to be communi cated, does it achieve its purpose,
for instance.

MB. SEVERONI: So that would differ
sonewhat, | think, Ron, fromthe NOQA standards?

MR WLLIAMS: | think it does. But | think
one of the issues that you're really crystalizing as |
hear you talk is the real dilemma that we face between
what |1'Il call clinical quality versus marketing quality.

But | think it goes back to the conment of
consuners feeling good and certainly feeling good about
the health plan, fromwhat | think is a great idea. At
the same tine, if you | ook at the NCQA types of process,
they' re really asking have you fundamental |y inproved
access to specialists? Have you done things that result
in your menbers having better access to clinical services
and hopeful ly better outcones as a result of that.

And | think one of the decisions, all this
costs noney. Al of this represents a tough trade off.

And | think that those are some of the things that will
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have to be debat ed.

CHAI RVAN ENTHOVEN:. HE len, | think we need

to approach kind of wapping this up. | regret this very
nmuch.

MB. SEVERONI: | think the conversation was
very, very helpful. Gkay. | think at this point, | would

encour age individuals who woul d |ike nore to say about the
recommendations that we've laid out here to contact ne and
Jeanne, and |'d like to talk with you some nore,

especial ly about the specifics. Becky, | think your point
i s an excellent one.

V¢, at this point, just didn't feel that we
could get as specific, | think, as the group would |ike,
to hear nore about. So I'll turn that back over to you.

CHAl RVAN ENTHOVEN:  Thank you very nuch,
both of you. | think that's been very interesting. And |
want to thank all of the task force. | think this is one
of the best discussions we've had.

Next, we're going to nove to discussions and
presentations on risk adjustnment and standardization of
heal th benefits packages. These are very inportant issues
and problems. And we're bl essed by having some of the
nation's top experts on these fields.

First, we're going to have a presentation by
Prof essor Harold Luft, Director of the Institute for
Heal th Policy Studies, and Professor Health Policy and
Heal th Econonics at the University of California, San

Francisco. Dr. Luft is one of the very few topnost
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respected national experts on this topic.

W' 1l also have Sandra Shewy, Executive
Director, Managed R sk Medical Insurance Board. M.
Shewy's distinction has been to be perhaps the nost
courageous person in taking the lead and putting risk
adj ustnent into actual factors in working through those
pr obl ens.

And then we have a present by Dr. Linda
Bergthold, who is a health care consultant, who has pl ayed
a leading role in the standardi zati on of benefits
packages.

Wiat 1'd |ike to request of the task force
is that we have these three people present first before we
have di scussi on, because sone of them have tine
constraints. Then after they have presented, then we will
be able to have a nore general discussion.

I'd like to thank the three of you very nuch
for comng and sharing with us your expertise. These
i ssues cut across many of the other concerns we've
expressed. W discussed risk adjustnment enough now that |
think everybody appreciates it's very inportant. W'l|
tal k nmore about standardization. Thank you.

MR LUFT: Thank you. |'mpleased to be
here. And | think the preceding discussion actually
served as a very useful segway into this discussion, and
hopefully will provide sone answers to some unanswered
questi ons.

I'd like to begin with a bit of disclosure.

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900

49



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

I've been in California 24 years. |'ve been in eight
HMO s. |'ve been involved for two years at UCSF on the
health benefits subcommittee and wel fare comittee.

And what got me into the issue of risk
adj ust nent was an experience of a little over a decade
ago. W were hearing that enpl oyees who had been newy
hired at UCSF, and we've got uniformbenefit package, free
choi ce, no pre-existing condition process, et cetera.

They're going to see their doctors, and the
doctor said, "You're not enrolled in the health plan you
said you were." "Well, | filled out the forms, of course,
back and forth benefits office." And then the health plan
said we never got an enrollnent plan. W' ve never charged
you a prenium

Vll, it turned out after a little bit of
investigation nost of the peopl e whose paperwork was |ost,
I'msure you' ve all had paperwork |ost, were single nale
enpl oyees who lived in the Castro District. Soit's real
clear what was happening. Legislation wouldn't have fixed
it. That health plan is not in business anynore due to
ot her factors.

But the point is it led ne to start thinking
about how do we get health plans who want to take care of
sick people? How do we get themto want to be the very
best place to take care of woren with breast cancer or of
risk to breast cancer? And that's a different issue. And
I woul d argue risk adjustment needs to be addressed.

Ri sk adjustnent gets used in a coupl e of
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different ways. Thursday | was in a neeting with Dr.
Werdegar, with his other hat on, AB524, we do risk
adjustnent to try to produce reports for the state of
California on differences in hospital outcones, adjusting
for differences in patient risk.

Here what we're tal king about is risk
adj ustnent, adjusting for differences in enrollee risks
that m ght account for higher or |ower expenditure in a
health plan. This is inportant because in a given year,
about a quarter of any popul ati on won't use any nedi cal
care or won't use anything above the deductible. About 1
to 3 percent mght account for 30 percent of all the
expendi t ures.

You can inagine, if you' re a health plan,
whi ch type of person you'd like to have. You'd like to
attract the low users, and you w sh the other people, that
one or two percent, would be in somebody el se's plan so
that you don't have to deal with them

Now, there are a nunmber of different aspects
torisk. Oneis the risk of occurrence. The probability
may vary and often unknown. Like the probability of
birth. W know genetically that wonen are nuch nore
likely than men. W know that there other factors,
marital status, age, prior nunber of children, when wonan
had her last child will all be probabilities that wll
i ncrease or decrease the likelihood that she night have a
child in the next year.

The probability that that child is a very
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low birth weight also has sonme risk factors attached to
it, but it's nuch less inportant, nuch | ess predictable.
Then there's the risk of the need for nedical care -- the
armount of medi cal care needed given that an occurrence
happens.

The wonman is going to have the baby. Does
she need to have bed rest? |Is she delivering early? Does
she have to have a G section? That is going to affect the
armount of noney that she's going to spend. And finally
there are a series of things that are controllable. Do we
di scharge 28, 48, how many hours, et cetera? Those are
di scretional things.

Wiat you'd like to be able to do is hold the
heal th plan responsible for those things that they can
control, and not hold themresponsible for things they
can't control.

If they happen to attract a lot of women who
are going to give birth, then they should get paid nore.
Not the wonen paying nore, but the health plan paying
nore. There has to be sone sorting around of the dollars
in the background. That's what |arge enployers do.

That's what the H PC does, you'll find out.

Wiat we need to do is figure out ways to
adj ust the paynment to the plan to reflect the differences
inthe risk that they can't control. Now, one of these
measures work terribly well, but none of themwork very
wel | at predicting the expenditures for an individual.

CGod doesn't whisper into ny ear and tell me
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this person is going to be $563, 000, and sonebody el se is
going to be $480,000. But you can predict that groups of
people will be relatively high cost, and other groups
relatively | ow cost.

Communi sts only figured it out in the |ast
ten years. You can take care of these things with [arge
nunbers. And with |large groups of people, it's not a
problem W didn't have a risk selection problemuntil we
started having people with choices in different health
pl ans. Because within a popul ation, while the popul ation
risk can be predicted well, it's very hard to predict
who's going to go into health plan A versus B versus C.

Peopl e m ght be excluded froma plan. You
can get rid of that if you're a large enployer, if you' ve
got a HPC type arrangenment. But there are other subtle
things you can't get rid of, the health plan | started out
ny discussions with or one that has, you know, absolutely
wonder ful benefits, but you have to get their prior
approval, and it's alnost |like needing themto narch up to
CGod and get the approval.

Now, what happens that if you' ve got a
chronic condition, next year you switch to another plan
where you think you nmay not have as much trouble. It
could be that everything that's covered in the fornul ary,
but it's very hard to get the approval. O it could be
that there's subspecialists listed, but appointments take
six weeks to get. And you can't get the subspecialty that

you want. It could be the reputation. It could be the
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location. If | were a health plan, | probably woul dn't
want to have a lot of sites in the Castro District because
guess who |'mgoing to enroll? So | locate them

el sewhere.

Now, what you'd like to be able to do is
devel op risk adjustment nodels, statistical nmodels. Don't
worry. They know how to do this stuff. There are a
nunber of different flavors, we can tal k about themif you
want, in terms of the different ways in which you woul d
account for the different risk.

In the past, we had the feeling that these
didn't work well enough, the artware, the percentage of
the variances is relatively low It ranges now from about
four percent to ten percent. This doesn't sound very
good. But in fact, it's not that bad, because a |arge
fraction of the risk that one is for -- the expenditures
that one is trying to explain are truly random Patient
gets hit by a car. O the probability of a low birth
wei ght baby given that a deliver is going to occur.

That's basically random Law of |arge nunbers will take
care of that.

Wiat you want to be able to do is predict
those things that are predictable. You want a nodel that
that can explain the predictable variabilities and
expenditures. And that's roughly 20 percent. So if you
can get close to 20 percent of the variation, if you can
get 20 percent, you're doing pretty well.

Vel |, there's sone nodel s now that are using
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counter type data. Data that is regularly available on an
adm ni strative basis to many health plans, but not all,
that can explain roughly 8 to 10 percent of the total
variance. |In other words, 40 percent of what you're
worried about.

Joe Newhouse in the paper fromHealth
Affairs that just cane out this nonth is recomrending --
and he was with soneone who was saying three years ago,
we're not getting ready to do risk adjustnent. Joe has
turned around and said we're ready to do it. It's tine to
start grow ng.

It's inportant to note that there are a
nunber of different issues here. Joe is focusing in his
paper nostly on the Medicare popul ation, which is
different that what we're tal king about here. Cbviously,
what California does for its Medicare beneficiaries is
very inportant as well, but the Feds are going to control
nmost of that in ternms of risk adjustnent.

There are different way it can be
inplenented. Some of it is risk adjustment on a totally
perspective basis. Sone of it may be on a concurrent
basis. |'mworking on a proposal right nowto say let's
identify the small nunber of conditions that are likely to
be very high cost and subject to selection, patients with
H V di sease, cystic fibrosis, wonen with breast cancer who
need long termfollowup, et cetera, and pay health plans
extra to take care of those people. Pay themon a nmonthly

basi s based upon the level of risk within that category
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for an HV patient who CD4 |level and viral |oad, as those
vary, paynent levels night vary. And this would be based
not on clains data, which then allows you to flip that
dat abase around and say how wel|l are these patients doing
internms of quality of care?

And if you're paying your health plan an
appropriate amount to take care of a patient with Al DS,
they may actually enjoy being identified as the plan that
takes care of those peopl e best because they' re now very
attractive patients. They mght need an extra $30,000 a
year, even though it might cost themonly $28, 500 because
they figured out how to take care of these people better
than average.

Al of a sudden, the people who you don't
want dar keni ng your doorstep are very attractive to you.
And you'd be getting information that would be rel evant to
the consuner, consuners with those high cost conditions,
and maybe al so consurmers who don't have those conditi ons.

Because right now, we don't see anybody
advertising how good their quality of care is for the very
sick people. There's a colleague of nine who does risk
adj ust nent who knows that risk adjustnent nodel s are doing
wel | enough so when we see the advertisenents, the
bi I boards of the patients in wheelchairs saying, "This is
the health plan | want to be in."

Now, |'mnot worried about getting old very
quickly, but I amworried about, you know, what if some

cat astrophe happens? Wat if | have a naj or accident?
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I'dlike to be in a plan that has the reputation of taking
care of their people well.

Back to the question about why we don't see
a lot of consumer involvement. |If | were a health plan, |
woul dn't want to listen carefully to women who have
probl ems with breast cancer and design ny systemto be
very responsible for it because we'd go bankrupt very
quickly. W'd attract them and that would be a big
probl em

The other piece | wanted to focus on, |
think it's inportant to say, "Wat are the nmessages that
we're sending out to the health care market place? R ght
now the nmessage is flat premuns, not differentiated by
risk. And therefore, if you attract high risk people,
you're going to go belly up.

But there there's a small fraction of the
popul ation, two, three, four, five percent. You do a big
survey. Wio are the respondents comng fron? Largely the
50, 80 percent who have very little contact with the
medi cal care system Things are just fine.

Thi nk about the last time you flew on a
pl ane. You probably focused on the quality of the food,
the nove naybe, et cetera, not about how the pilot did
when they had the 10,000 foot drop because of air
turbul ence. You probably didn't experience that. Yet you
m ght be very concerned and you mght be very interested
in having information about how well airlines do in those

ki nds of situation.
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So the surveys don't pick up the kind of
information you really want, and there's no incentive for
health plans. | would argue right nowto try to encourage
those kind of surveys because it wouldn't be right and
woul dn't be of interest.

Finally, | think it's inportant to say let's
not wait for the perfect risk adjustnent tool to be
avail able. The technology is rapidly inproving, sort of
nmovi ng al ong about as quickly as conputer technol ogy.
live down in Silicon Valley.

One of the messages that woul d be sent,
think, by putting out a clear statement that we are goi ng
to start inplementing risk adjustment, and the
inplenentation will take several years, probably three
and that's what Washington State put in place when they
said we're going to put risk adjustnment in their health
care coverage

But if you put plans on notice that in the
long run, the ones that are going to be winning are the
ones who really take good care of sick people, and that in
the long run, the plans that just make noney by attracting
low risk people and getting rid of high risk people aren't
going to be in business, that gives everybody tine to
adapt, nmaybe change their systemor find another industry
to get into. And that would be okay as well

And so risk adjustnment fromny perspective
is not just sinply paying plans fairly, but it also can

establish the mechani sm by which you can focus on inproved
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out cones, inproved consumer involvenent, and really nove
the health care systemtoward havi ng physicians and ot her
heal th care professions do what they really want to do.
And not to not be able to take care of their patients who
really need hel p.

CHAl RVAN ENTHOVEN:.  Thanks, Hal. | think
that's the best exposition of the problem|'ve heard.

Sandra, good norni ng.

MB. SHEWRY: |'mthe Executive Director of
the Managed R sk Medical |nsurance Board. W run the
heal th insurance plans of California. That's a small
enpl oyer purchasing cooperative. W have about 134, 000
subscri bers today, and they are conprised of about 7,000
enpl oyer groups. | have a handout, and I'Il try to follow
it, but 1'll also try to nove quickly in deference to the
time.

Hal did a really great job of talking about
the distribution of subscribers by risk status. There's
about a quarter of us who aren't going to use any services
in any given year. And one to three percent of us are
going to place huge dermands on the health care system
Qur Board wanted to look at risk and risk differences, and
really there's three notivations for doing so.

One is to try to really put some controls in
the system to try to deter plans from sel ecting or
marketing to the healthier enrollees, and we see
legislative efforts to try to get at that in ternms of fair

and affirmative narketing laws. To protect plans that are
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sel ected agai nst by costlier than average group of
enrol | ees.

This is a notivation for wanting to | ook at
this if we want to have all different kinds of plans out
there in the market, those that are magnets for the
costlier menbers when you do sonething to hel p them stay
i n business.

And then really the third reason, and the
one Hal spoke so eloquently to and the one that notivated
our Board to want to be interested in this topic was
really that we want to provide an incentive for health
plans to specialize in treating people who are sick

W want to feel confident that when we're
sick, there's going to be a network out there that is
really good at whatever the condition is that we have

There are things about the H PC that provide
a lot of protection for risk segnmentation, and these are
really the pieces of the nanaged conpetition node
guarantee issue and renewal . That neans that anybody that
comes into the snall group narket that H PC operates in
can buy a policy, use a standard benefit design, and we're
going to talk about that a little bit later after Linda's
tal k

VW have annual ability to change between
health plans, a level playing field for all plans. The
rules are the same. And then we have fair and open
marketing laws as part of the small group underlying

regul atory structure. And all these things are designed
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to keep plans frombeing able to segment risk. | always
like to include these thoughts in a talk on risk
assessnent because risk assessment and adj ustment isn't
the only thing you can do to try to control risk
segnmentation. And our state has been a real |eader in
this area, especially in the snall group narket.

O course the ability of health plans to
segnment risk hasn't been elininated. Hal touched on
these. You could set up a provider network that just is
kind of mediocre. Obviously you' d never set up a network
that bad. That would kill you in the market place. But
if you really don't have any diabetic care specialists,
when those people with diabetes go | ooking for providers
they' re probably not going to select your plan

Al so, the customer responsiveness, you know,
trying to get services if you are a hi gh-use consuner,
maybe the custoner service lines are slower for you, nmaybe
your issues don't get resolved as quickly.

And then nmarketing techniques. As Hal said,
we don't yet see the billboards with people in wheelchairs
saying that their health plan are really great. And then
it's inportant to acknow edge that health plans aren't by
nature evil. And these things don't occur out of malice
There's just sone random nal distribution of risk that does
occur and | believe will always occur. And so we have a
responsibility to l ook for that.

Two aspects about purchasing pools actual ly

make risk segnentation worse, and | think those of us that
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are interested in nurturing purchasing cooperatives need
to acknow edge this. One of themis enpl oyee choice

Enpl oyer groups come to us in the HPC.  The
average group has 10 enpl oyees, 18 people. And we say
here's up to 17 health plans you can select from Well,
that individual choice, because of the way the system
wor ks and because of network differences, it could be that
there's just something about choice that all ows people
that are sicker to gravitate towards a certain plan or
certain type of plan.

And then secondly, | want to have the
ability as a purchaser on behalf of all the menbers in the
HPC to be really aggressive with health plans about
price. | think a totally rational response fromthe
heal th plan community is to | ook at how they could cut on
quality.

If I"'msaying | want |ow prices, | know the
menbers are going to move if you don't give ne a good
price. One very |logical response would be for themto
thi nk about what's the cheapest way to do things, not
what's the best way.

So again, that was a notivation for our
Board to want to have a risk assessment and adj ust nent
process because we never want to have to be hel d back on
counting on price. But we feel we need to do sonething to
bal ance that incentive to scrinp

Wiat we did is we got together with our

health plan, invited their actuaries, their narketing
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peopl e, their nedical and anybody they wanted to send and
art of staff at the Board and then sone consulting
actuaries we've hired. W said let's figure out howto
measure risk distribution, and then let's figure out how
to select for it.

In the environnent that we're in California,
and this is alittle different than national truths, our
truth in California is we nove to capitation a lot earlier
than nost places in the nation, and part of the trade 10
15 years ago was health plans said to doctors, if you'l
take a capitation fee, you don't have to tell us what
you' re doing every nminute of ever day.

So we don't have a rich out-patient data set
in California. W don't have a lot of health plans that
can link their pharmacy information to the in-patient and
out-patient information that they maintain. So one of the
truths in California here is we had to ook to in-patient
utilization data. W have a data systemfor that.
Everybody collects it. Everybody has it.

VW admt this is a very big weakness in the
H PC risk assessment process, but | think it's reflective
of the state of the art in terms of what health plans can
produce. In th HPC we |ook at things that health plans
can't provide for. W have very conprehensive reforns in
the smal|l enpl oyer narket segnent in California. And
pl ans can price on age, geography, and famly tier. The
famly tier means a single policy or a fanmly policy.

So our risk assessment process | ooks at

63

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

three things. W look at gender. Health plans today
can't price for the fact that when I'min ny child bearing
years, |'mnore expensive than Hal. But once Hal gets to
be about 50, he becomes nore expensive than ne. And so
health plans can't explicitly price for that. And so we
say in our risk assessment, we're going to | ook at age
stratifying gender.

Di agnoses, this is probably the nost
innovative part of our process. W |ook at 200 marker
diagnoses. |'mgoing to tell you in a few mnutes how we
established those. And then we |ook at the number of
children per contract.

In the snall group narket health plans, Kent
priced for the fact that one plan nay attract a popul ation
where there's six children average on a fanily contract.
Anot her health plan attracts snaller size famlies.

Because this is a zero sumganme and there
was no noney to make these adjustments between health
pl ans, we |look at the enrollnment of the H PC as a whol e as
kind of what's normal. So three factors gender,

di agnoses, and a nunber of children per contract are
al ways conpared to what's the distribution of these in the
H PC as a whole, not to some bigger popul ati on norm

I'mgoing to tell you a little bit about our
l'ist of marker diagnoses, because this is really the nost
power ful piece of the risk assessnent tool

Wiat we did is we asked our health plan

partners to give us their databases. W' re very |ucky
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that three PPOs and HMO s that were participating in the
H PC gave us their entire utilization database. This is
really a treasure. This is what we would all like to get
on a regul ar basis. Mst of our other health plan
partners either don't have a rich enough admnistrative
dat abase that they could provide it or were unwilling to.

VW basically gave this to a third party
entity, a contractor, and we | ooked at all the utilization
these health plans had for a two-year period. And we
decided that any tinme a diagnoses resulted in average
charges, and charges aren't what health plans pay.

They' re what providers say the cost is, because we think
that's a nore common neasure. Because sone heal th pl ans
are very big and powerful and negotiate great rates for
providers and some are not so big and powerful.

So we | ooked at charges. One was over
15,000, and there was a in-patient stay that said that's a
mar ker di agnoses. Those are the kind of people health
pl ans probably have an incentive, a fiscal incentive to
avoid. And so we came up with our list of markers.

Wiat we do is we basically | ook at
distribution for each health plan of gender conpared to
the HPC as a whole, the incidents of these nmarker
di agnoses conpared to the HPC as a whole, and then the
famly size in terns of the nunber of children, and then
we multiply those three factors together

Now, are those the ultinate ways to assess

risk? No. Those are the three that the health plans
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participating in the HHPC, and they are the ngjority of
health plans in our state, everything froma plan that
serves a piece of a county in L.A to a statew de pl an.

This is what we would agree to that made
sense to us that felt like it was fair and felt like it
addressed the issue of risk distribution. Down there that
slide that's marked No. 10 gives you the results of our
first two years of calculations. W did do three
siml ations of this nodel before we asked our health plans
to actually put their premuns at risk.

"1l help you interpret these nunbers.

1996, the HPC as a whole is a 1.0. That's what | nean
when | say that everything relates to the HPC. So if the
H PC as a whole is 1.0, we had a plan where the score was
low as .92 and one as high as 1.3. So what?

So the task of the group was to figure out
is that too much maldistribution of risk? Were one
plan's got 92 percent of the norm and the another one's
got 31 percent. Qur work group said, yes, that is too
much, and we think that we should correct for that risk
di stribution.

I'1l tell you howwe did that. In '97, we
saw | ess of a spread of risk maldistribution. W saw
scores from.93 to 1.04. W asked our health plans before
they saw these scores to agree on too much -- on how nuch
risk mal distribution was too rmuch, because we thought once
they all saw their scores, their idea of what should be

corrected and what was okay woul d be changed dependi ng on
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how their own particular plan score cane up

So before we showed themthe scores, we had
them agree, and what they agreed to was a plus or ninus
five percent corridor of risk naldistribution. The real
risk adjustment believers, and | see a couple of themin
the room here today, think that any difference in the
scores neans that you should nove preniumdollars around
to neke all the scores one

But other health plans said, "Hey, this
isn't rocket science yet. This is an experinent. You're
tal ki ng about our premiuns, and we're a little nervous
that you're going to nove noney around. And so let's do
plus or minus five percent.”" And so the work group agreed
to that.

So that means that if those values | told
you about, if they had all cone out between .95 and 1.05
we would say the world is not perfect, but it's good
enough for us. The distribution of our nenbers in the
health plans in the HPCis good. |It's fair enough

As you noted fromthose scores, we had
outliers in both cases. In the 1997 cal cul ation, we
didn't have anyone at the high end. That score of 1.04
that's within our threshold. So we didn't feel in 1997
that there was any health plan in the H PC that was
getting too much bad risk

But | ooking at the other end, the .933, it
had preagreed to a .95 threshold on the bottom So we

said three of our health plan partners are getting such
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favorabl e selection that they' re unduly benefiting, if you
will. They have gotten better nenbership than the H PC as
a whole. And we're going to take sonme of their prem um
dollars away and nove themto the plans at other end of
the spectrum

So while there were no plans that were high
end outliers, we gave the noney fromthese three plans, |
listed them we took dollars out of their preniunms and
gave themto the plans that had the highest scores.

Going to that slide that's nmarked No. 14, in
1997, we're noving a little bit |ess than one percent of
the premumdol lars as a whole. The range in terns of the
premiuminpact on plans is a little under two percent to
one percent.

On that slide, | do show who the receiving
pl ans were, Blue Shield s PPO Lifeguard, and Sharp.

Wiile our risk assessnent tool didn't say they were being
adversely sel ected agai nst, they had the hi ghest scores.
And so because we had our Levin plans, we gave our dollars
to those three at the top end.

How does it all work? |It's invisible to our
subscribers. W do this calculation in Decenber of each
year. W audit individually each and every incidence of a
mar ker di agnoses. W tell the health plans before they
negotiate rates with us whether or not they can expect to
be a receiver or a payer of plans. W think that's only
fair to tell themup front whether or not we're going to

be taking nmoney away fromthem or giving them noney.
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Qur menbers don't know about this. W don't
provide that kind of disclosure that we've been tal king so
much about, because we don't think that this is a consuner
information piece at this point. It is something we feel
very coomitted to doing to trying to do sonething about
the nal distribution of risk.

| would really coomend the health plans in
the HPC to be willing to do this. This is really
pi oneering work, and |'msure the experts around this
table can inmedi ately see the weaknesses of it. It is
in-patient based. That is a weakness. W would like to
nmove to including high-cost pharnmacy infornmation.

The protease inhibitors that have cone into
the environnent in the last few years. |If a health plan
is a prescribing a lot of those, they're probably being
adversely selected on risk. But today there isn't the
health plan infrastructure to track that.

| included in the last two pages of the
handout for those of you that would really like to learn a
| ot about this, we have a 140- page book, which if anyone
would like to give ne their business card, it goes through
all the math of all the cal cul ations.

So what this chart shows you, and I'Il tell
you the three nmost inportant columms. First nost
inmportant colum is colum B. That is the scores for all
the plans in the HPC. It shows how we think risk is
distributed. And that is when we deci de whether or not

we're going to nove noney around.
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And then colum Q hows how nmuch we're
actually nmoving, and just to help you read that, if you go
to top of colum Q Blue Shield point of service planis
recei ving $2.11 cents nenber per nonths. And where is the
money coming fron? It's comng fromthe plans in colum Q
that have parentheses around their dollar val ues.

So it's comng fromthe Cal Advantage PPO
It would be comng fromCare Anerica, and then Metro
Health. And all this information is provided to the
heal th plans before we negotiate the price with them so
they can see what the inpact on premumis going to be.
That was a very high gl ossy overview of the process.

Dr. Enthoven, is that what you were | ooking
for?

CHAl RVAN ENTHOVEN.  Absol utely. Thank you
very much. That's very good. And you're very much to be
comrended | think for your courage and ingenuity in taking
this inmportant idea into a practice.

Before we go on to Dr. Bergthold, what |'d
like to ask the two of you is in practical terns, now,
| ooki ng out across the state of California, how do we --
what steps could we take to get this thing -- who shoul d
be hearing it? Is it PBGH Cal PERS? | know Cal PERS is
thinking seriously about it. Medi-Cal.

A ark Kerr made a suggestion in his group
that the Medi-Cal program seek an arrangenent with the
Heal th Care Financing Adm nistration to start doing a

fair, purchasing groups. Wat should the task force
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reconmend beyond just saying this is a really inportant
thing to do? Have you had thoughts about that?

Linda, if you have thoughts, also, please
feel free to -- 1'd like you just to focus us on that.

DR BERGIHOLD: W're only going to get
better at doing this by doing it.

CHAl RVAN ENTHOVEN: R ght .

DR BERGTHOLD. HPC tried it, and we are
totally conmitted to the process. But the HPCis a
134,000 people in a great big 30 mllion people seat. And
in order for us to nove the technology, if you will, to
art, we need other |arge purchasers to cone on board.

Now, over tinme, we will standardi ze what we
all mean by risk naldistribution, and we will all use the
same neasures, and the federal governnent is going to
nudge us because they're very interested in this for
Medi car e.

But | amalways trying to meet with powers
and Margaret Stanley to encourage them W need sone
ot her big organi zed purchasers to enbrace this because
health plans are very willing to help us figure out howto
inprove it. And we need their help. W need their
brightest people on this because there is a lot of art to
it.

Qur very sinple, albeit sinple method, takes
a 140 pages of math detail to explain. And | don't say
that to be off-putting. |It's nath that any one of us can

work through, it's just a lot of calculations.
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And so |'d say, yes, organi zed purchasers
need to start this. One of the big challenges is how are
we going to do it when we go across benefit designs? H PC
has a standard benefit design. One of the key advisors on
the project was John Bertco. He was a consulting actuary
we worked with.

He very much believes we don't need standard
benefit designs to risk adjust across the market. But |
think we would learn nore if we could get another big
purchaser to have the standard benefit design to develop a
met hod that they think works, and then maybe thi nk about
taking it across benefit packages that are not the sane.

MR LUFT: | think it's variance that we
really need nore of. Variance in nultiple settings.
Sandra pointed out how they had decided not to risk adjust
down to zero but to have this corridor. That may or may
not be the right long-termdecision. It certainly makes
it alot easier because you don't have lots of noney
nmovi ng around back and forth to all net out at some point.

Heal th plans, when |'ve tal ked with some of
them they say, "WVell, this is awfully risky. W know our
business now And | don't know how it would work out in
this future.” Well, | said, it's got to reduce your risk.
But | know what ny budget was |ast year. | can project it
next year. This is uncertainty, not risk. Devel oping
fromexperience with working in these different settings,

I woul d say probably added on PBGH, Cal PERS.

On the Medi Cal side, there's work done with
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the state of Colorado and other states on the Medicare
table, very extensive, of people within Medicaid. There
wi |l probably be proposals com ng out of HCFA for
Medicare. California is what? 35 percent of all the
Medi care beneficiaries in managed care? That's going to
start happening, and we need to figure out how to nake
that work through

Sonme of the health plans that are not
getting data fromtheir medical groups -- |'ve got to
bel i eve that nedical groups have the data. Qherw se
they' re not doing anything. | think they have the data
They may not be willing to share it to a health plan
that's only paying thema flat capitation fee. But if
there's risk-adjusted paynments com ng fromhealth plans
based upon the ability to provide data, | suspect the data
wi |l appear.

Now, the negotiation between the health plan
and the nedical group mght be an interesting discussion
That needs to worked out between pl ans

DR SHEWRY: That's an excellent point. The
plans that |'ve indicated to you were lowrisk in the
H PC. They may be low risk, or they may be that they
don't have the data to support the process, or they didn't
bot her | ook at the data. Because in this process, you're
rewarded for identifying people with high cost diagnoses
S0 you can becone a payer either based on what we want to
be looking at, the real distribution of nunbers, or you

can becone a payer because you don't have the
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infrastructure. Hal's absolutely right. They will build
it if we do this.

MR LUFT: | think Sandra's earlier point,
the HPC is large, but it's not big enough for any one of
those health plans to devel op a data systemor to go
through the negotiations. They'd rather wal k away from
t hat business, the 1,000, 2,000 enrollees than to deal
with that issue. | don't think any of the plans dealing
with Cal PERS or PBGH will wal k away from that business.

CHAl RVAN ENTHOVEN:  Let's us say that a
possi bl e step woul d be should the task force recomrend to
the legislature that the legislature require Cal PERS to go
into risk adjustment? As | say those words, | kind of
cringe because Cal PERS is doing such a good job and we're
filtering this through --

MR LEE Do you have any reason to believe
that Cal PERS woul d not want to do it?

CHAI RVAN ENTHOVEN:  No. | think that -- |
haven't talked with Margaret Stanley for a while now, but
ny inpression has been that she took the lead up in the
state of Washington, and she's fully totally understandi ng
of the need for it, and so -- on the other hand, they
haven't done it for whatever reason exactly, | don't know,
except nmaybe they had to wait for Sandra to show t he way.

Yes.

UN DENTI FI ED SPEAKER  |'msitting in for
David Tirapelli. | work for the Department of Personnel

Adm nistration. |'ma health benefit advisor for the
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Department. | work closely with PERS. And |'ve been on
their constituent task force. And we just recently worked
on an RFP to go out for a bid for different types of

heal th delivery service, point of service, EPA's, that
type of thing, and also for risk adjusted -- infornation
on risk adjusting with premuns. The problem| have with
that is only going to be adjusted for age to begin with.

W are the enployer, and so it |ooks to us
like premunms of all the | ow cost plans will go up to
subsi di ze the PERS care plan. So we have a phil osophi cal
di sagreenent with PERS on their approach to risk
adj ust nent .

But | really like what Sandra has covered
here today. | think that's a fairer approach. And |'ve
al ready nade nyself a note to share that when | get back.

CHAI RVAN ENTHOVEN:  You run into the
dammdest paradoxes in this whole thing. Last tine | was
talking with Margaret about it, which was sone time ago,
about the following problem which is the state has a
maxi num contri bution level, and all the HMO s are bel ow
that, and the PPO s are above that.

And so if you do risk adjustment, what
you're going to do is raise the effective prem umof the
HVMOs. This is assuming, | think we all believe, which is
the PPO s are adversely selected. That was your
experi ence.

So when you go through this, then you raise

the premuns of the HMO's, which will be paid for by the
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state, you lower the premuns of PPO s, which are paid for
by the enployees. And the net is that it costs the state
nmoney, unless we can get -- you know, unless EPA can get a
new contract which goes for defining contributions. In

ot her words, we have to have a genuine defining
contribution systemto make this thing make sense. That
was the | ast hang up.

MR LUFT: | think you put your finger on
it. To some extent it's a political question. It's not a
technical question. W've sort of made the transition
froma defined benefit to a defined contribution, but
we've not really made that in a public way. And | think
any kind of a risk adjustnment approach, it's going to have
to address that issue.

And | can see argunents on both sides. You
can have a defined contribution and attach it to various
external straits. O, you can say, "Cee, there's a fixed
dol lar anount that's going to be available for salaries,

wages, and benefits. And how you split it up is an issue

to be addressed." But these aren't technical questions.
They' re not managed care questions. It's a conpensation
i ssue.

CHAl RVAN ENTHOVEN:  So, |ike, we ought to
reconmend the | egislature regarding PERS that they -- and
| realize it's a collective bargaining issue here. |If
they go to defined contributions, which the state owes,
and be willing to accept whatever small cost in the

transition in the interest of naking the system working
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better and | onger.

Does that make sense?

MR LUFT: | don't know the political issues
on this, but it strikes me that the inportant part is
nmoving towards a risk adjusted paynent to the plans, and
how t hat gets played out with respect to defined
contribution versus defined benefit. | don't think it's
really your issue.

In other words, | think if you put that on
the table, then it becomes a lightening rod, and the risk
adjustnent will get burned. The people on both sides of
that issue will see where it is, and they will address it
one way or another, but | wouldn't plan on recommendi ng
defined contribution versus defined benefit. 1'd say risk
adjustnent is inportant to deal with the medical care
system

CHAl RVAN ENTHOVEN.  Ckay. But then if they
say that's all very well, but that's going to cost us
nmoney that we don't have.

Do we need to just acknow edge that and say,
"Yeah, we know that, but it's worth it anyway"?

MR LUFT: W can make an argunent that you
need to put nore nmoney on the table sometimes. W' ve
certainly seen that in other public policy. Were to make
a transition happen, you sonetinmes need to put sone noney
on the table to reach a better |ong-termsol ution.

CHAl RVAN ENTHOVEN: R ght .

MR SPURLOCK: | have a quick question. |'m
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a big fan of risk adjustment. | think it's a wonderfu
thing. In fact, | have question in the back of ny nind
about a current environment where we have health pl ans
ermerging and then nega health plans, 5 nmillion, 6 mllion
nenber s

And |' mjust wondering the value of risk
assessnent when you have such huge health plans. Wuld
another alternative be to carve out the known high
utilizers, the HV patients and Gaucher's patients, and
put themin a separate pool, and | eave the rest of them
without risk adjustnent. O would you get much out it of
it? I'mjust interested in your thoughts on the trade-off
when you have such large nunbers in health plans, and the
need to risk adjust against |arge nunbers versus carving
out those high utilizers that we can identify ahead of
time

MR LUFT: | think there may be good
argunment for delivery systens to identify subsystens this
may want to specialize in the care of certain kinds of
patients. | worry about carving out people, partly
because peopl e often have other fanily menbers that didn't
need to be carved out. And that you sometines want a --
instead of health care providers to take care of a famly
i don't like the segnmentation, the arbitrary segmentation
of putting people into separate pools

Now, the risk adjustment approach, if you
look at what the HPC did, | think it's a very good nodel

risk adjustment by famly size and gender, they've already
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i ncl uded age and region bias, and they al so have this
outlier adjustment for high cost conditions.

| would deal with the high cost conditions a
little differently, because if you're at state w de plans,
you know, a much |arger pool, you can actually follow and
track the quality of care of the patient of capturing the
same sort of thing.

And this goes back to, | think, Alain's
earlier point at the beginning of the session. R ght now
a nunber of the health plans have entirely overl appi ng
provi der groups or close to overl appi ng provider groups.
I'"'mnot sure that's going to be a stable situation. And
if you go into separate provider groups, then the question
of these carve-outs becomes nuch nore problematic.

If you deal with a notion of risk adjustnent
that's had a successful |evel and say, "W will pay
whoever we're going to pay on a risk-adjusted basis,"” and
they may stay with the health plan, they nay filter down
to the medical groups, it may be directed to nedical
groups or organizations that three years from now don't
even exist today. You at |east have the methodol ogy in
there rather than | ocking yourselves into a separate
carve-out group.

The other problemwi th a carve-out group is
they can have a nmonopoly. They would be the only provider
for AIDS care or cystic fibrosis or whatever, and they set
their price. And that's not a good thing either. They

woul dn't have to be responsible for their patient.
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MR WERDEGAR  Fol lowi ng up real quick. The
plans that are so large that everything averages out, all
the risk adjustments have to occur within the plans at
medi cal group | evel ?

MR LUFT: And the other thing, it's not
clear that size neans that everything averages out.
Certainly, there are differences between plans |ike Kaiser
that have been around for a long time that have third
generation nmenbers and other plans that are relatively new
that have attracted people fromfee-for-service because
it's a very easy transition.

| don't know which is |arger, which has
hi gher and which has |ower risk. But size doesn't
necessarily make things average out. | could get 6
mllion men and 6 mllion wonen, and they would still be
at different sizes.

CHAI RVAN ENTHOVEN:  And the incentive effect
is the key point. W want to reward the devel oprment of
excellence in caring for Gaucher's patients, et cetera.

MR LEE. Coupl e observations, | think
what ever the task force can do to nudge the biggest
purchasers down the road is very inportant for
communi cative PERS. But |'malso worried about all the
others. | don't want to |leave all the folks that are
covered outside of themthe ones that don't have the
option.

| think one of the observations you made

that's very inportant for us to think about into the
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overl aps of groups is the inportance of data at the

medi cal group | evel and do recommendations about standards
around that collection, to be a building block for two
years fromnow, three years fromnow, having risk

adj ustnent that next year is in a PERS system but four
years fromis in a snall purchaser. So that's an
observation

Questions, one is what do you know about
risk adjustment and risk adjustment capitation fromthe
health plan | evel down to the medical group? |Is that
happeni ng now?

And the second is I'mcurious as to the
percentage of the cost of admnistering this. You know,
every tine you hit a particular diagnosis, you do an
audit, and you do a |l ooking at that, how costly is the
adnmini stration of this for the H PC?

MR LUFT: | know that there are sone health
pl ans that have some adjustments in paying their medica
groups for AIDS patients and sorme ot her things, but
don't think there's alot of it. | don't think there's a
lot of high science in this part. And | think there ought
to be nore

And | think part of the problemis that the
plans are not getting paid on a risk adjustment basis.

So, for exanple, if | were a health plan, and | had a
medi cal group come to ne and say, you know, "W have a | ot
of people with AIDS. W want an adjustnent up in our

capitation,” no one ever cones in for an adjustnent down.
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And they say, "Well, what's the evidence of
that? Everybody else is willing to do it for $60 per
menber per nmonth. You don't want to contract with us?
Ckay." Wich of course is the right answer fromtheir
perspective. They don't want that nedical group with
their patients.

So | think sonme of that needs to be played
through. And the other piece, and this is a close, why
don't you do your auditing and then I'Il come back on
that. | think there are two approaches to this.

DR BERGIHOLD: Costs aren't too
overwhelming. W do all the auditing on an annual basis.
So we | ook at every report of a marker diagnoses for a
prior year. Health plans probably need to spend a half a
day with us. Mst of themare done in a couple hours.
They prepare all the docunents, and then we send a team of
two folks in to go through basically a hospital discharge
report | ooking for coding, |CE® codes that are on there

The nore expensive infrastructure you have
to have is if you're going to ask health plans to put
their premiuns at risk, you' re going to nove noney around
you have to keep that -- whatever you're using as the
system-- very up to date and really refl ect medical
practice. So we probably spend $50, 000 whenever we update
what the narker diagnoses are. Wiich for a smal
operation like HHPC, that's a big deal. That's an
adm ni strative expense we have to absorb

And what we're doing there is basically
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asking health plans for conplete files of all utilization
for a one to two year period, and then muchi ng and
crunching all the different databases together. That's
the expensive part. And the rest of the expense is really
the work group

And at this point, we funded that on really
a voluntary basis. Said to our health plans, if you want
to have a say of howit's designed, you know, send your
best and your brightest. And they have

CHAIl RVAN ENTHOVEN:. O course, we can
comrence the econonies of scale if we got PBGH PERS
University of California, et cetera

DR BERGIHOLD: Let ne just add one nore
thing that | think you mght be able to do, Alain, as a
task force, as a conmmssion, and that is to recommend that
any new | egislation coming on |line that creates new
purchasing alliances be required to do certain things
per haps have a standard benefit package, perhaps adopt a
risk adjustment. |'mnot prescribing -- | don't know how
far you want to go in requiring versus suggesting, but
there is a -- there are a nunber of pieces of |egislation
I oonming or lurking or whatever the word is you want to use
out there that woul d open the marketplace for a ot nore
of these purchasing groups, and it's precisely these kinds
of larger sponsor groups that really can nove the
mar ket pl ace

MR LUFT: Just to answer your question, for

the conditions that we're looking at in our research
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project, trying to build a database, in a sense the
clinicians or the nedical group would be able to have
software that would allow themto have a pseudo el ectronic
nmedi cal record for the relevant information for the care
of patients in those high risk marker categories.

And that's not just a data collection thing
that goes off into the great void and run sone risk
adjustnent thing. But that would allow themto see on an
on-tine basis how their patient is doing relative to
everybody in the database, which would be everybody in the
country if you make this thing work by standard Medi care
| evel .

That's probably five, six years down the
road, but that's the model. So it actually becones a
cheaper way to handl e things, not expensive. And you're
focusing on the two to three percent of people who are
accounting for a lot of money. And we really need to
under stand how to better take care of these people. The
science and medicine in those areas is not really good.

M5. SHEWRY: Just to followup on Linda's
point, the recently enacted healthy famly's program
which is going to provide coverage for half a mllion | ow
incone children, the |egislation authorizing that does
i ncl ude again perm ssive authority for the managed ri sk
medi cal insurance board to go ahead and adopt a risk
assessnent, risk adjustment process. So we'll certainly
be | ooking at that as we get the program devel oped.

CHAl RVAN ENTHOVEN.  There's just trenendous
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potenti al managerment advantages. W can really start

t hi nki ng about practicing popul ati on based nedicine in a
much nore effective way and kind of thinking of the

epi dem ol ogy of cost and how to anal yze what is bringing
on that cost and where could we intervene. And | think
like a lot of managenent information, as people learn to
use it, it could just be trenmendous saving.

M chael .

MR KARPF: | think Dr. Luft has answered ny
questions. You've actually defined and standarized your
nmarkers so that there are no issues with coding or no
mani pul ati ons through codi ng processes?

MR LUFT: | can't pronise no, but the point

MR KARPF: W have a |ot of creative
peopl e.

MR LUFT: Wien we were getting into this,
we were noticing that the 1CD9 codes for HV disease is
042. The 1 CD9 code for hypertension is 402. Alittle bit
of dyslexia that adds $30,000 a year in paynment | woul d
worry about .

But when you get into a clinical database
and you're saying, "Wat is the CD4 count and the viral
load for this patient? Wat protease inhibitor are they
on? Al of a sudden either you are committing outright
fraud on a najor scale, or you say, "Cee, this patient
doesn't belong in this category.”" And so that's why those

categories would switch into a separate clinical database,
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where it woul d becone very apparent that they're real
cases.

It also neans that would could, with
appropriate confidentiality issues and things of that
sort, have questionnaires go out to the patients and say,
"How are you functioning? How is your experience with the
health care systen? Do you understand your neds? Wat
about your side effect?" Et cetera. So it's not
necessarily dependent on only what gets entered. You have
access there to the individual patient for the consumer
f eedback.

CHAl RVAN ENTHOVEN:  Kei t h.

MR BISHOP: Yeah. | had two questions.
One is the fundamental objective you're trying to achieve
in doing this process and then whether this is, in fact,
the nost cost effective way of achieving that objective
and whet her any alternatives have been considered to do
that.

And secondly, it seens to me in ny everyday
life, there is a lot of experience with risk selection.
W know that they don't like things |ike snokers,
skydi vers, autonobil e conpanies don't like people with a
lot of tickets. That's obviously rational behavior on the
part of the plans.

But it mght be good in ternms of public
heal th, the behavioral selection mght be good. Because
at sone point there's a difference between what is |uck of

the draw versus behavioral and what is a m xed behavi or
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and intrinsic, endogenous problem At some point, you get
nmore probl ens about how you --

MR LUFT: | think there are different |ayers
of risk adjustment. The very sinplest one is age and
gender. And you ought to do that. That's a no brainer
Those things don't vary, easy to collect, every health
pl an ought to know the age and gender of their enrollees
It's that sinple

CGoi ng into di agnoses provides nore
information. And when you think there are sel ection
probl ems, you need to do it because age and gender aren't
good enough. And if you worry about health plans being
priced out of the market because they're doing the right
thing and not avoi di ng hi gh cost people, then you want to
nmake that investment.

CGoing to the third level, the high cost
marker conditions, | think it's worth doing, but |I'm not
sure of it. That's why that -- that's a research project,
and we're designing this project to ask the tough
questions, not the easy ones. Ckay. So |'msaying this
is an idea. Two and a half years fromnow, we ought to be
able to give you the answer on that third level. But the
first two I'mpretty clear about.

Now, there are some noral questions.
think on the life insurance issue, you could say, "Wll,
we know snokers are nore likely to die early. Wy shoul d
nonsnokers subsi dize the snokers.” On the health

i nsurance side, not very nany of those behaviors are
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clearly |inked

There's a lot of cardiovascul ar disease.
Even lung cancer isn't purely determ ned by snoking
There are a lot of people who get |ung cancer who never
smoke. It's not just behavioral

Wiet her you want to not adjust for certain
behavi oral kinds of things, | would go back on the nora
question, saying have we done as much as we can as a
society to give as nmuch education, as nuch infornation to
counter the incentives that the tobacco industry or
whoever is putting out there to have people do bad
behavi ors before making themor their famly pay the extra
financial cost of those things

| see that as a ninor issue that that's
determ ning the nedi cal probl emrs we've been tal ki ng about
no one in a clear way caused on their owmn. And | see it
as a very different issue than what you m ght see on the
l'ife insurance side

CHAI RVAN ENTHOVEN  Hel en Rodri guez-Tri as

MB. RCDRIGQUEZ-TRIAS:  Yeah. | had some
concerns about the exclusions and the narker di agnoses and
what that night mean in devel oping the systemto gather
nmore out-patient kind of information, mental illness and
subst ance abuse

M5. SHEWRY: | think you' re looking at the
exclusions | listed on slide seven. W excluded nental
heal th and cheni cal dependency because the anount of

benefit provided commonly in the snall group narket and in
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the HPCis limted to 20 -- 30 in-patient days, 20
out-patient visits, detoxification for chem ca
dependency, limted out-patient services

Wien you are in a situation where services
are linmted, you get a lot of non-precision in diagnoses
You get peopl e who need mental health services, getting
them t hrough ot her pieces of the benefit. And so we just
didn't feel with the benefit structure we were working in
that including those two made sense

Trauma is not predictable. Car wecks nmay
happen at greater frequency at certain intersections, but
we didn't really think that was really a health plan
marketing or risk segnmentation issue. And the health
plans in our work groups thought excluding trauma made
sense

And then naternity, we felt we captured both
through the age adjustnent in the price and then the
gender adjustment we made. Really the reason wonen under
50 are | ess expensive -- nore expensive than nen is the
incidence of maternity and maternity costs. And so we
thought we were capturing that through the gender factor.
And we didn't want to double count it.

MR ALPERT: You asked before, which |
thought was a great question, whether or not the politica
sl ash econom ¢ issue, which the economcs is what nmade it
political, issues surrounding this should essentially
preclude us frommaking a formal recomrendation that this

shoul d be done as opposed to whether it's worth it.
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And ny position is that there's a very
strong noral inperative to nake a reconmendation. Because
the bottomline is you' re saying, "Wll, we appreciate you
fol ks taking care of these real sick people and devel oped
all of this and we're going to send you a Christnas card
to thank you every year. | just don't think it's right.
As a society, we should take that heat and nake the
recommendat i on

Second of all, | think we shoul d adopt what
Peter Lee said. And that is make it a two-tier
reconmendat i on because the ultimate care here is providers
and hospitals caring for people. Al of this wonderfu
work that we've been presented with this norning, which
thought was fantastic, is based on the plans that are
willing to take on those patients at higher risk, getting
nore noney.

Now, there's another level to that. And
what | would hate to see happen, and | think we shoul d
make our point clear, is that all the hospitals sinply get
what they're getting now, and everybody in | ower
managenment gets a nice Christmas bonus and a gol den
parachute. | would say let's make a recomendati on and
make it -- say we think it should go down to where the
patient is being cared for.

CHAl RVAN ENTHOVEN. Right. On the noral
point, not |ong before his death, Cardinal Bernadine, who
was the | eadi ng spokesman for health care for the Catholic

Church in his country gave an address call ed nanagi ng
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managed care. And he had this great statement in there
about the inportance of risk adjustnment saying if we don't
do it then we're going to create powerful incentives that
will lead us -- I"'mnot doing justice to the quote, but to
the absurd situation in which the health care systemis
driven to avoid doing just what its purpose is, which is
to take care of sick people.

MR ALPERT: Absolutely. | think Dr. Luft's
poi nt about when we see the billboard that have pictures
of people in wheelchairs and so forth and adverti sing
those plans, we'll know that this equity has been reached.

Ri ght now the bill boards have gone
astrononically in the opposite direction, and they say
literally, "Join our plan. You don't have to be sick to
be well." It's exactly the opposite direction. "W are

the best at taking care of you if you' ve never been sick.

You' Il never be happier of being well if you buy our
health insurance.” W need it exactly the opposite
direction.

CHAl RVAN ENTHOVEN:  Now, we want to nove to
st andar di zati on.

M5. BERGITHOLD: | |ove taking about
st andar di zati on when everyone is hungry. | can do this
quickly to tell people things they don't know about
st andar di zat i on.

Let me pass around a couple of charts to
make a couple of points that |'d like to make about this.

St andar di zation of benefits, | appreciate Ron's comrents
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about using standards not standardization. It's a word
Americans generally dislike, especially if it has to do
with taking away their right to chose to ride a motorcycle
wi thout a hel met or whatever.

But when we tal k about sponsor groups,
actually we are doing a |lot of standardization right now
And the first chart that |'m passing around will show you
that about 95 percent of the large health -- |arge
enployers in this country already cover about the same
services; that the variation in benefits that we al ready
have is really quite actually small but significant.

| wanted to make two points. There is a |lot
going on. W have a standardi zed Medicare core benefit
package. You have standardi zed suppl emental pl ans now for
Medi care. W have standardi zed packages for HMO s
particularly for the HMO act we have pools like the H PC
that has standardi zed benefits. PBGH and Cal PERS have a
st andar di zed benefits package and so forth. It's not
sonmething that is not happening in the system no. 1.

The reason we do it mainly | think is for
purposes of equity and sinplicity. W lose sonething in
the process when we go for that. But it is really
inportant, | think, to understand one thing about hel ping
consuners choose anong plans, and that is they ought to
have the same financial protection no matter what plan
they chose.

And this norning there was a really good

di scussion about how little we all know around this table
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even about what we choose when we choose a health plan.

V% certainly should not be offering out to
the community plans that basically don't treat diabetes to
a diabetic or don't treat it to the same degree that
another plan does. | think it's very inportant for
consuners to be able to nmake sense, and | think one of the
sort of nythical things that has happened in Sacramento in
the last coupl e years was when Tom El ki ns took the
benefits packages for Cal PERS and sort of laid themout in
front of the board and said, you know, "If you can
understand this, fine, but I can't. And we're going to
try to put this on 8 1/2 by 14." And they did.

And what | based ny conments on is a couple
of experiences with doing this. One is with Cal PERS
which | was with Wlliam Mercer at the tine, and we were
asked to cone and do a second | evel benefits
standardi zation for themafter they had al ready done what
they thought was a standardi zed benefit package, and then
doi ng sone work with other purchasing pools.

And lastly, nost recently, working with the
Wiite House on an attenpt to cone up with core benefit
package for all Americans that would be as the president
chose, these were his words, "at |east as good as what
they already had." And when he di scover what nost peopl e
had, he was pretty shocked. |t was quite conprehensive
for the working population and so it would have listed the
cost of a lot of other plans right up to that floor.

The reason for doing it was to try to nake
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it easier and sinpler for consumers. Let me just mention
a coupl e things about the problens or di sadvantages of
standar di zed benefit packages, because | think they are
real. One is they can't -- a standardi zed package really
can delay the introduction of new |life-saving technol ogi es
if they require state or federal approval. And that is a
difficulty for consumers as well as for providers.

It can also, as | nentioned, raise the cost
for smaller self-insured firnms that may not have been
offering what the floor is nowset at. And that's anot her
issue to think about in terns of standardization.

It also -- and | think this is nmore rhetoric
than reality, discourage innovation in benefit design. |
think that is a total oxynoron. There isn't much
innovation in benefit design. |In fact, benefit design
lags the delivery systemin terms of its innovation by at
| east the decade as far as | can tell.

So the innovation issue -- | think
innovation is sonetimes the code word for risk selection.
And | think we should sort of say maybe that's not the
nmost i nportant di sadvant age.

But the new life-saving technol ogi es and the
raising of the cost is really an issue. And it also
illumnates a narket for supplemental insurance, which you
then have to regulate as well. So it has its
di sadvant ages.

Let me just nention a coupl e things about

variation that you have in front of you. Al though there
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is a surprising amount of consistency in what's offered
there are el even categories of covered services that
al nost everyone offers. There's a lot of state nandates
about it, what you can offer. There are still najor
variations, and they fall into three pots. At least three
pots, perhaps four, and I'd like you to think about that
as you go on to discuss your recommrendations

The major variation come in probably |ess
than 20 percent of the premumdollar. They come in
mental health and substance abuse, rehab and extended
care, prescription drugs, dental care, infertility
services, abortion and investigational experinental
treatnents. Those variations fall, | think, in three
categories. Categories where we really genuinely do not
have good clinical agreenent and consensus about what a
standard treatment or approach or coverage should be
There's real clinical disagreenent

Secondly, there are good reasons for a
health plan to want to risk -- to avoid the risk of
covering those services. So that's another reason for
variation. The third reason is there are genuine val ue
differences in society about whether you or anyone shoul d
be paying for the service

Nanely, that comes from abortion, but
infertility is | think areally interesting discussion
Shoul d society pay you if you cannot bear children? How
much shoul d they pay you and how nmuch shoul d they continue

to offer coverage to your enployer, offer coverage to you?
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Now, | would al so make the point that
consuners ought to be very nuch nore invol ved i n naki ng
deci si on about what's covered and what's not covered than
they are. But particularly around the val ue differences.
And | think that's really a legitimte input area for
consuners to be able to discuss what is covered in that
ar ea.

It can get a little bit ridiculous in a way
because you sort of get people saying as they did during
the health reform "I don't want a penny of ny prenium
dol Il ar going for anyone's abortion in ny plan. Therefore,
put that aside, make people pay for that in a conpletely
separate way. M/ premiumdollar will be contam nated by
abortion or ny prenmiumdollar may be contam nated by
bl ood transfusions or by organ transplants, with which I
di sagree or whatever."

So there is that issue to think about. The
degree of variability in California is driven mainly by
mandates. And you probably will be surprised to know that
California has relatively few mandates conpared to ot her
studies. |'msure nost people in this roomwuld not have
thought that to be true.

But to the degree you have state nandates,
you woul d have rmuch nore consi stency of health benefits.
And to the degree your mandates are fewer,the variations
increase. So | guess what | would like to leave with this
group is sort of some questions about the trade-offs

bet ween standardi zi ng and then what, you know, can be done
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and what enployers |ike Cal PERS have tried to do around
these variations is to, first of all, let's say, you

deci ded that standardization of benefit is an inportant
thing to do. There should be a core benefit, and you want
every health plan to conpete on that basis. Not on the
basis of whether they offer a certain service or not, but
on quality and cost.

Once you' ve done that, you' ve only gone
about 10 percent down the road. There will always be
variation in benefit and service, and there shoul d be.

And there will be variation until we have clinical
agreenent about what is safe and effective treatnent for
certain conditions, which we of course don't have.

So sone variation is okay. And it will
always be with us. | think nost of the enployers |ike
Cal PERS have chosen to do deeper cuts in the variations as
they emerged with experience. And what they asked us to
do several years ago was to take a |look at ten different
coverages, and one of those coverages is in that chart
that you have.

They thought they were providing
standardi zed benefits for prevention. And as you can see
fromthat chart, they were not providing. Their 18 health
pl ans were not providing standardi zed coverage of those
benefits. And they did not want Ms. Jones who chose plan
A to be getting a different kind of preventive benefit
than Ms. Smith who had chosen plan D or plan four. |

can't renenber how they're listed on that chart. But they
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wanted their consuners to have equal access to those
preventive benefits. So they gave it to us to take it to
the clinicians to have a clinical panel |ook at why were
those variations there.

They were there because of real clinical
case disagreenment. FEl ective abortions was one of the
benefits they chose to have us take a look at. So there
were val ue differences. Vell, | think that you m ght
want to recomrend for sponsor groups that are providing
health plans to popul ations, covered popul ations that will
have choi ce.

In fact, let's just assume you do, |ike
you're a nenber of HPC. | think sponsor groups |ike that
shoul d have a process by which that design is devel oped
with some consumer input, but that it always has a process
by whi ch on-going variation can be | ooked at and
di scussed, maybe not resolved. And that consuners ought
to have input where there are value differences. And
providers and clinic ought to be consulted about what is
good practice or what is best practice. Because we know
we have a lot of variation in nedical practice that is
just inattention or |ack of know edge of information.

CHAl RVAN ENTHOVEN.  Let ne just underly.
What we're saying is different sponsor groups can have
their own, but we're not saying everyone in California has
got to have the sane standard, but it's within the sponsor
group.

M5. BERGIHOLD: So they have sone way to
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conpare. Remenber, benefit design variation is a
tinkering activity, and the interesting thing to ne,

havi ng been a part of that industry, which | think HAS
actually driven costs up, but never mind that, has been
the fact that benefit design tinkering has not been proven
to be effective in pushing prenmi unms down as collective has
proved to be. And those |arge enployers, PBGH did not
want to give up the right to give up tinkering. Wen they
di scovered tinkering wasn't saving themas nmuch noney.

CHAI RVAN ENTHOVEN: O remuneri stic
California when they standardi zed. The market force of
i ndi vi dual choi ce drove the prices down.

MR KARPF: I'mhaving a little confusion in
ny own mnd what you mean by standardi zed packages. Many
of us think standardi zed packages, dollar armount of
coverage, so much coverage for nmental health care,
prenatal, variety of different types of benefits. And
then you start speaking to the issues of nedicine based.

G hers of us think about what the Oregon experience has
been like in terms of defining entities and approaches to
entities in deciding which ones have enough -- which
approaches have enough validity they shoul d be covered.
I'n your discussions, you seemto nix and natch those two.

DR BERGTHOLD: | cut that out for the sake
of moving along. | think there are a couple of ways to
standardi ze by category of services hospital in-patient
lab radiology. You can standardize by cost shares.

| think actually both things are nostly
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the way we approach standardi zation. You can standardize
by how Oregon did it in terms of mxture in terns of
treatment diagnosis. There are two articles in the New
Engl and Journal, update of the Oregon plan, and | think
for those of you who follow that, | really admre what
Oegon has tried to do, and find lack of political
contention at this point over that plan has really
attributed to a great degree to the fact that they involve
their stakehol ders.

Now, | wouldn't exactly say it's public,
because only about five percent of the Medicaid popul ation
actually participated in the town halls, but nost were
educat ed stakehol ders that participated in that process
and | think they've been able to do sonething unique with
standardi zati on and provider situation that we ought to be
nmovi ng towards. But we don't really have the evidence yet
to do a conpl etely evidence based nodel approach. That's
why we're not doing it nore

MR KARPF: The other issue |'d like to
comrent on, this country has been committed to pushing the
front tires of medicine and support. The standardize
packagi ng doesn't create that problem |t nakes that
probl emexplicit for us.

DR BERGIHOLD: |In what way, in terns of
st andardi zati on of medicine, whether it can be supported
or not.

MR HELPLER Wth regard to that subject,

has there been any discussions that they concl uded for

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900

100



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

some reason or another to prove beneficial in allow ng
themto exclude that so there's infornmation on the front
end that this is something -- because in the work that
we've seen, all of themknow the top ten things that they
are going to deny. But they never specify those things
There's an argunent. Knox-Keene prohi bits some of that.
Sone of these things will change over time

Usual ly they tell you we don't see any. You
have coverage com ng out every six nonths. Any ideas
whet her that's advantageous from an infornationa
standpoint to allow themto specifically exclude what
they' re paying for, what they're not for the nost
specifically deni ed procedures under that category?

DR BERGTHOLD: | think what is covered does
not need to be nore explicit. It's so damhard to
understand it. It is really difficult to understand those
benefit booklets. And | guess | would plead for the
comm ssion to make at the very | east sone strong statemnent
about the need to make this information nore
under st andable. And to nake -- one of the things that |'m
very involved in is trying to understand whether we --
what we nean when we say something will be covered if it's
medi cal | y necessary. And whether that termeven neans
anyt hi ng anynmore or should be thrown out and replaced with
somet hi ng nore usef ul

| think it's very inportant to begin to give
that infornation to people and to begin to give people the

ki nds of information about the variations between plans so
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that, | nean, the risk selection issue really becones very
clear there. But, | mean, if you are a person who thinks
you're going to need a bl ood product, you would be quite
surprised to know how differently the najor plans in
California deal with covering blood products.

CHAl RVAN ENTHOVEN.  Great thing was
standardi zation. W found Cal PERS. They kind of bring it
under managenent control instead of each man doi ng things
different in the fine print. At least you can get it out,
open it, examne it, look at it. For our group, we want
these bl ood products covered. In a famus Tom El kin
epi sode, one of the plans in the old print covered organ
transplants. In the fine print it excluded coverage of
the harvesting and transporting of the organ.

MR LUFT: Just on that point, and obviously
you' ve all been discussing this in rmuch nore depth, it
strikes ne that there are two issues here. One, | think
heal th plans ought to be able to expl ore various changes
in benefits packages. They may deci de that the guidelines
on preventive visits aren't the right ones and they want
to make changes.

They ought to be able to do that with full
disclosure. And in some sense, perhaps with sone real
evidence that they're going to be testing; that it's not
just an arbitrary change. W' ve changed for half of our
popul ation. W're going to followthem et cetera, and
we' re doing this.

In terms of the information, presentation,
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we mght -- you mght start thinking about how the web
could be used. You could have available -- | nean part of
the problemis you don't have health plans sending out
information to all their beneficiaries every tinme they
make a change.

They can post it on the web site, and it
woul d be nanaged by sonme neutral source, so you could | ook
across, here's what that covers. Here's what they don't.
So that could be a way to deal with the infornation
probl em much nore effectively, and it would be real clear.

CHAl RVAN ENTHOVEN:  Thank you very nuch. |
really appreciate that.

MR WERDEGAR Just to link to the two
di scussions, in order to do risk adjustnment, a purchasing
cooperative or purchasing pool should have standardi zed
benefits packages across all their plans. It nakes it a
little easier, or how essential is that?

M5. BERGIHOLD: It's one way it nakes it
easier, but the key problemis, if you ve got health
plans, let's say you have one health plan that doesn't
cover bl ood products, how do you in the risk adjustment
take the fact that sone of these people are getting bl ood
products paid for in sone health plans and not in others?
And then they' re saying, "Well, we don't believe init."
And then it gets to the noral issues Linda raised. It
certainly beconmes easier if you have a relatively standard
product .

CHAl RVAN ENTHOVEN:  Ckay. Thank you very
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nmuch.

(Wer eupon a | uncheon recess

was taken.)

CHAI RVAN ENTHOVEN:  |'d like to call the
task force back to order. W're going to do a few things
briefly, but alittle bit out of order. First of all, we
have a nmenber of the general public, M. Thonas Swan, who
is an AIDS activist who wants to address us briefly about
Al DS discrimnation.

Is M. Swan here? W're taking himout of
order because | understand that his health situation nakes
it very difficult for him But is he here? M. Swan?

Ckay. M. Swan, let me just say, | do --
I'"mvery synpathetic with your health situation, and | do
regret that you were not here for this nmorning' s
di scussi on, which was on the very inportant subject of
ri sk adjustment, which is kind of an econom c engi ne that
describes -- that drives the incentives with respect to
care for AIDS patients and patients with other very costly
chronic conditions, and the point that our panel has made
that | think is wdely supported by the nenbers of the
task force is that we nust convert our financing nodel to
a systemthat is called risk adjustnment so that health
pl ans who care for, for exanple, AIDS patients and are --
make thensel ves attractive to AIDS patients through their
expertise in that field are rewarded financially rather
upon than penalized financially.

So | think everybody here understands, and |
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say that on the basis of previous conversations we've had,
about the existing of financing systemthat pays the same
armount of noney per capita for the totally healthy young
person and for the AIDS patients. It has built into it
what has frequently been described as a perverse
incentive. It needs to be corrected so that the paynent
systemreflects the medi cal needs of the person.

So that, | just want to tell you, is quite
clearly understood, and |I'd be very surprised if we didn't
have near unaninity on the need to convert to the new risk
adj ust nent system

So | hope you won't feel it's necessary to
review all that because | think that is understood, and
we're happy to have you with us, and we want to hear what
you have to say. W hope that you can make it fairly
conci se.

MR SWAN M. Chairman, | appreciate your
remarks, and | wasn't going to touch on that in ny verbal
comrents today, but that is one of the topics included in
ny witten testinony. Again, ny nane is Thomas A Swan,
and | live in Port Hueneme, which is Ventura County.

| have lived with AIDS since 1990, and |
feel the task force nust hear fromsoneone with this
illness. Every norning | wake up, open ny eyes and say,
oh, CGod, I"'mstill blind.

In Cctober, 1995, | began to experience sone
blurring of ny visioninny left eye. | was at risk for

devel opi ng cytonegal ovirus or OW, which is the nost
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preval ent, viral, opportunistic pathogen in HV positive
patients.

M/ Blue Cross California Care prinary care
physician referred me to an ophthal nol ogi st on the HMD
pl an. The opht hal nol ogi st del ayed ny schedul ed
exam nation for two months. Wen | arrived for ny
appoi ntnent in Decenber, the ophthal nol ogi st refused to
shake ny hand when we nmet. He nmade ne feel even |ess
wel come by asking three times why are you here

The opht hal ol ogi st had me read an eye chart
and noted poor vision in ny left eye, but he failed to
examne ny retina. Wien | asked for a retina
exam nation, visual field test, and fol | ow up
appoi ntnents, the ophthal nol ogi st declined, telling me
"1 have asked your doctor to stop sending nme AlDS
patients. Don't come back until you really can't see."

In March of 1996, four nonths later, | went
to ny doctor's office and covered ny right eye with ny
hand. | denonstrated with ny doctor with ny left eye |
could not see his face or shirt, but | could see his pants

and shoes. M doctor told ne QW has reduced your field

of vision. | asked if | could go to the emergency room
and ny doctor said no. Instead ny doctor told ne to drive
horre

| sat in ny condom niumall alone for nine
days slowy going blind. | would see a white flash and ny
eye woul d hurt. Each day | could see |ess and |ess.

Finally, after nine days, the ophthal nol ogi st agreed to
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see nme again. After a brief exam he said, "I knewthis
woul d happen. "

| failed the visual field test and Bl ue
Ooss California Care still would not prescribe treatnent
for ny diagnosed life-threatening condition. M fanily
and friends thought | was going to die.

| wanted to live so | asked a volunteer to
drive ne to the UCL.A institute. There | was enrolled
in a federally-funded Al DS nedi cal research project and
given free infusions. The taxpayers provided nme wth
retinal exam nations and mnedi cine for over seven nonths
This was medi cal care denied by the managed health care
system

Therefore, |'d like to call upon this task
force to include a staterment in your final report that
HMOs shoul d not tolerate discrimnation against Al DS
patients.

And in ny witten testimony, | go further
and reconmend that perhaps training is necessary, and that
we take steps to formadvisory panels with the -- with the
AIDS patients in this state with various HM>s. And ny
second recomrendation is that you include in your fina
report that HM3s refer AIDS patients to specialists.

Let me make this perfectly clear, the
vision, the hearing, the eyes, the ears, everything about
AIDS patients is worth saving. W should be fighting
Al DS, not peopl e.

I' m speaki ng out so no other person living
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with AIDS gets the runaround and goes blind like | did.
There is a tragedy that should not have happened. It's
very depressing to be blind. | could stay hore, but

came here today to try and inprove the managed health care
system

In conclusion, let ne say this: [|'ll never
give up hope or give in to discrimnation. |'ll never
give up hope and give in to AlDS.

Do you have any questions?

CHAl RVAN ENTHOVEN:  Peter.

MR LEE | don't have a question so nmuch as
a cooment. One of the things that you may not know t hat
we got handed this norning is background naterial and
reconmendat i ons devel oped by the San Franci sco Al DS
Foundation al ong with the project | NFORM

I've had a chance to look at this, and |
really comrend the task force menbers who spent tinme
| ooki ng through both the background naterial and
reconmendat i ons whi ch echo a nunber of yours.

And | know we get swanped with papers, but
one of the real challenges for managed care is caring for
peopl e who are quote, unquote, expensive. That is the job
of the health care system and that is in providing care
for those who need it nmost, and | think people with AIDS
and HV in some ways can serve as the canaries in the
tunnel, so to speak. And the experience that you shared
with us is very inportant, and | recommend the rest of us

consi der your testinmony and what we got today.
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CHAl RVAN ENTHOVEN:  Mar k.

MR HEILPLER M. Swan, you made reference
to the fact that your doctor, primary care, informed you
he was paid $9 a nonth. Did you have any know edge as to

that's how the system worked when you signed up?

MR SWAN |'ve been a |icensed insurance
agent in this state since 1984. | used to sell Blue Coss
insurance until | went on AIDS disability. So I did have

an understanding of that. And |'ve been in A DS nedi cal
research since 1985 before | became infected with H V.
I was still trying to help our country find a cure.

And the thing is ny primary care physician
basically told ne he was overworked and underpai d, and
that there was no incentive for himto refer me to a
specialist, and he didn't have the tine to study up on the
new Al DS nedi cal treatnents.

And what | have found is that Ventura County
Medi cal Center, indigent patients can go once a nmonth and
get a free retinal exam nation and a screening for CW.
And | tried for four nonths to get a retinal exam and was
turned down by ny private medical insurance.

It's very frustrating for me because when |

was 18 years old | joined the Marine Corps. | served our
country during the Iranian hostage crisis. |'mvery proud
of that. | love this country. And | have private medical

i nsurance because |'ve worked ny entire adult life until |
became disabled with Al DS

| don't want to put people down that are
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indigent, but the facts are that if you have AIDS in this
state, you get better health care fromthe governnent.
Wien | had to go to UC L. A to get the nedicine that Bl ue
O oss denied ne, | think that's wong.

| think we need to inprove the system and
make sure that these new AIDS treatnents are avail abl e.

It is expensive, and the doctors do have to stay on top of
these breakthroughs. The face of AIDS is changing
rapidly, alnost every week. You can read the Los Angel es
Times of a drug conbination, a new treatment program and
you have to stay on top of it.

And so we need to refer AIDS patients to
specialists, and we need to nake sure that there is some
conpensati on so they can keep on top of the treatnents and
make sure that it gets to the patients. And |'ve said
this over and over and over again.

Right nowny HV level is undetectable. The
doctors say |'mgoing to live for years to come. | have
no opportunistic infections, and right now the noney
that's being paid for the medicine is keeping nme out of
the hospital.

So | -- when | net with the regional
director of Blue Oross, May the 15th in Wodland H s,

I told him "If you had referred ne to an Al DS speciali st
sooner, you woul d have saved noney in the long run.”
Because the doctor that's helping me now is better
trained, can better diagnose ny condition, knows what

treatments to prescribe. |'mhealthier, and if it wasn't
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for this blindness, | would be working today.

CHAl RVAN ENTHOVEN:  Thank you. Any ot her
questions? Thank you very nuch, M. Swan.

Next |'d like to call on Keith Bishop.

Wiile | was high in the nmountains, apparently Keith
decided that he was going to resign. | heard that when |
got back, and | was very sorry to hear that.

I've enjoyed working with you and gained a
great deal of respect for your ability and dedication.

But I1'd like to call on you for anything you' d like to say
to the task force.

MR BISHOP: Thank you, Alain. | would like
-- last week | gave a speech on Wednesday, and that was
the day the press reported the story that | was resigning.
And the gentl eman who was introducing me cane up with a
good line. He said well, |'ve been a |anme duck. So he
told everyone that you're going to get a swan song froma
| anme duck. So today is ny swan song.

I'mgoing to be out of the office a week
fromtoday, and |'ve got a very busy schedul e between now
and then, and |I'm | ooking forward to going back to the
private sector.

| know there's probably been sone
specul ation about why | left. The reasons are really
truly personal. | have very nuch enjoyed the position of
comm ssi oner and woul d have |iked to have stayed on, but
famly commitrents called me el sewhere, and so that's what

I"'mgoing to do.
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I've al so enjoyed the opportunity of working
with everyone on this task force and getting to know some
of you.

I think the work of the task force has been
very inportant. California has |led the country in the
nmove towards nanaged care, and it's appropriate, | think,
for this state and the people of the state to take a
mnute to reflect on where we've been and where we're
going, and | think in that sense that this task force is
very inportant.

There are a couple of thoughts, if you wll
bear with me for a minute, I'd like to |l eave you with. |
woul d encourage this task force to act on the basis of
facts. As |'ve been in the office of comm ssioner, the
carpet is worn down at ny doorstep with people who want ne
to do sonethi ng about sormet hi ng.

And usual ly, you know, the facts are very
inconplete. And |'ve always tried to investigate matters
fully before taking action. There's a lot of rhetoric out
there. There's a lot of strong feelings. But it's
inmportant to be anchored to the facts.

I'd al so encourage the task force to
renenber that we are a country of laws. Many of the
things we've been asked to do, it seems to nme, have, you
know, gone beyond our systemof laws. And I'll give you
an exanpl e.

In the mdst of the pending HVD nerger, one

| egi sl ator asked me to defer a decision on those mergers.
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I thought that was wong. W had a set of rules. They
were on the books.

And, of course, it's the legislator's
prerogative to change those rulings, but until they are
changed, | think it's ny obligation to follow the | aws;

that we shoul d regul ate based on the | aws and not based on

with him

And, finally, | guess there's been a |ot of
tal k about consumers on this task force. | believe very
much in enmpowering consuners. Frankly, | don't think

consuners will be enpowered unless we treat themwith
respect and dignity and | eave themw th the authority to
make their own autononmous decisions. And the best way to
do that is to level the playing field between purchasers
suppl yi ng heal th coverage and individual purchased health
cover age.

| think until people are put back in control
of their premumdollars, it's very difficult. You can
provide themwith infornmation. You can provide themwith
a lot of things, but unless they can control how their
health dollars are being spent, they're going to be made
dependent either upon their enpl oyer or the governnent.
And | don't think that is particularly enpowering.

| want to thank everyone for their work. |
want to assure you that the Departnent of Corporations is
in good hands. Gary Hagan is going to continue as the
head of the health plan division, and |'msure that the

departnent will nove forward in ny absence.
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VW' ve got a lot of things underway,
including the inplementation of the six and a half mllion
dol | ar budget augnentation for the health plan division
and a three and a half nillion dollar augrmentation for a
document imaging system And those are all well underway,
and | expect themto continue. Thank you very nuch

CHAl RVAN ENTHOVEN.  Thank you. Anyone want
to comrent on that?

MR GALLEGCS: As chairnman of the assenbly
health commttee and pretty well known to be a | eading
reform advocate for managed care, M. Bishop and | have
had a nunber of occasions to have to work together and, in
many cases, be on opposite ends of issues.

But | just want to say that this past year
as chair, |'ve had the good fortune of having M. Bishop
as the comm ssioner to work with, as well as Gary Hagan
whom | know is out in the audience, and | can say from
personal experience that M. Bishop has al ways been a
gentl enan. He's al ways been respectful and courteous
even though we have, as | said, many tines been at
opposite ends of issues. And | certainly regret that
you'll be | eaving

Personal ly, | want to wish you the very
best, and |"'msure it's a decision that was difficult for
you, and that you nade what you felt was your interest.

And | commend you for the work and being
willing to get involved in a very hot, sonetines

controversial issue in the state of California, and it's
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not an issue with easy solutions, and you' ve handl ed
yoursel f tremendous -- as a trenendous professional and
with dignity, and | think that you did the Departnent of
Corporations a great deal of justice by serving the tine
that you did. And | w sh you the best, and | thank you
for the opportunity to work with you on sone of these very
critical issues here in the state of California.

MR BI SHOP: Thank you.

CHAl RVAN ENTHOVEN.  Thank you, Martin.

Thank you very nmuch, Keith. W appreciate the job you' ve
done.

Wthout objection, I'd like to change -- |
need to change the order so that the next subject on our
calendar will be perspectives on managed care, California
Acadeny Medi ci ne.

V% have a panel of several presenters:
WlliamH Qurtner, Vice President, dinical Services
Devel oprment, University of California.

Brian Bull, Vice President, dinical
Facul ty, Dean of Loma Linda University School of Medicine.

Jeffrey Huffrman, President, CEQ USC s Care
Medi cal G oup. Kenneth Wl fe, PhD, Assistant Dean for
Educational Affairs, Edgar University School of Medicine.

And Joseph Hopkins, Stanford Heal th Services
and Medical Director for Health Pl ans.

V% request that each speaker present for
approximately ten mnutes. And then once the presentation

has finished, we'll have general discussion.
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As the task force nenbers know, we have an
expert resource group working on Acadeny Medical Centers
which will present its findings to the task force Cctober
10th. And | rem nd everyone al so, part of our |egislative
mandate is a report to the |legislature on the inpact of
managed care on nedi cal academ a

| would appreciate it if you could make a
special effort to confine each of your sets of renark to
the ten ninutes so that there will be time for interaction
and di scussi on.

Can we go in the order that | read? |Is that
satisfactory? Let's start with M. Wrdegar.

MR QGURTNER  Thank you, M. Chairnan.

First of all, | would Iike to thank the
commttee for the opportunity to talk with you a few
mnutes. | will keep ny comrents brief. | have a set of
papers that | will pass out afterwards so that you have
sone docunentation of the discussion

I know you' ve had nuch debate about the role
of managed care as it affects care delivered in California
in general. And certainly, you will be tal king nore about
the inpacts on the nedical centers. | for one am here
today to speak a little bit nmore on perhaps a slightly
different view

| think the nost critical issue, | believe
comng out of this commttee will be the fact that we wll
have a basis for the debate coming in the |legislature as

to the future of managed care, and that you in many ways
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will frane that debate.

In framng that debate, | think one of the
i ssues that have been | ost began to reemerge this year
relative to county options and managed Medi-Cal, et
cetera, was really the question of resource managenent,
and the issue of |ooking at the acadenic medical centers
as an asset within the state of California.

And | think what nakes me concerned -- and
I m somebody who spends a lot of time in the private
sector as well as the academic sector now -- is that we
tend to create public policy and change. Certainly, |
think managed care is a good exanpl e of that, somewhat in
i solation of the other systens.

And | think in reality that the inpetus is
the need to nodify the way health care was delivered in
California. And all of the good things that managed care
has brought to that marketplace in its early discussions
and debates, | don't believe took into account the
i npacts, the domino effect, that nanaged care woul d have
as it relates to a -- perhaps a different set of, if not a

broader set of assets owned and operated by the State of

California.

And speaking specifically of the University
of California, | think that we have to recognize that the
inplications of shifting the managed care -- shifting care

into a managed care marketpl ace froma historical system
has had dramatic effects on that system So let nme take a

few nonents with sone slides.
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| think you can hear ne. |'ll step away
fromthe nicrophone and make this relatively brief. If we
can turn this on

Very briefly, as many of you know, if you
think about the University of California, something other
than just an academ c school, but think about it as an
asset of the state, when you begin to recognize that it
has some size and inpact on the state that you m ght not
ot herwi se expect.

For instance, you have 12,000 students
enrolled in health science education at any given tinme
You have approxi mately 116,500 di scharges fromthat system
and annual outpatient visits at 2.7 mllion. And indeed
we know that several institutions within the systemare
primary participants in care of the indigent throughout
the state.

It's also true that there are nany benefits
generated by both managed care and academ ¢ nedi cal
centers. And | think we need to recogni ze at the current
level, the University of California Medical Center
systemis not only dependent on it, but certainly deeply
invol ved in the managed care market pl ace

V% have 50 percent of the popul ation
enrolled, and at the present tinme, you have 33 percent
inpatient stays, and 39 percent of revenues cone from
managed care products and the patients that are invol ved

It's had its inpacts on the system and |I'm

not here speaking or would suggest to you that the
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direction managed care has driven the cost structure in
California is inappropriate. | leave that to other
di scussi on.

Wiat |'mtrying to point out, there has been
dramatic inpact, and we need to understand what that
inmpact is risking or, in fact, automatically changing. W
are responding to these changes.

In hindsight, the question is, will we be
all pleased with the end result? And | want to nake the
point that you're talking about dramatic shifts in revenue
in short periods of tinme, and all of you involved in this
busi ness one way or another understand, and | think
enpathize with the -- with the inpact that that sort of
change has.

Agai n, you've seen, as this says,
significant change. The other point to be made in this
discussion is that one of the products of the University
of California of the systemis research. It is the
secondary product certainly to the manage care system and
to the patient care. But it is, in fact, one of the
benefits of the systemto the State and needs to be
recogni zed as a by-product of that system

And the real question that | think that |
want to stress -- and I'Il conme back to this again at the
end -- is that is, in fact, the changes we are directing
in managed care, have we, in fact, sacrificed a
significant piece of the State resource built into this

acadenic systemthat may or nay not be the same or survive
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as well.

In ny view, there are several problens
involved here. W have -- we have -- we are entering into
a period of time of uncharted waters, as we say, in terns
of the future of the academ c system because of the
consequences of the managed care shifts in revenue
streans. It is having a clear inpact on research.

The other thing we know better than anybody
else, and it's one that | hope you would spend sone time
on, is none of us know enough about the system W do not
have good information. W need to spend a lot of time on
that on both sides of the equation so we can clearly begin
to recogni ze the inplications.

| do believe that both rmanaged care as a
process and as an inpact on the system has had nmany
positive results. | also believe that the University, by
definition, has those inpacts.

So indeed there is a value and perhaps a
directly quantifiable value of that inpact on the public
health and well-being, the state of the art nedical
education, and the technology that results fromthat
system

Those econom ¢ benefits, sone are obvious,
and sone aren't so. Wen you | ook at us as a producer of
revenue streans in the state of California, in ternms of
the start-up industries that are generated, in terns of
the acadenic climate that tends to be set up around these

uni versity settings.
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The best exanple, if you look at what's
happening in Irvine and the devel opnent of the new cl ean
i ndustry technol ogy devel opi ng around that university, and
it's happening -- it happens at al nost every university
setting.

There's al so the issue of certainly the
community participation. 15,6500 enployed, not that it
seens that large, in parks in the state of California
Payroll in excess of a mllion dollars. Medical center
capi tal expenditures of $232 billion annually.

Anot her point | wanted to make sure you
under stand in your discussions and debates is that if you
| ook at the academ c nedical centers, not nedical schools,
acadeni c nmedi cal centers, people assune there's a state
support of this. Not true. Five percent is the support.
If you add the medical schools to that, you approach 12
percent, but this has been historically a self-sustaining
system

| just picked a few random pi eces t hroughout
the systemto give you a flavor of some of the
inplications and what's happening. You talk about the
contributions to unconpensated care, the goods and
services, the national rankings in terns of primary care.

| think we forget that part of this whole
change requires a significant change in manpower and the
restructuring and the way that's delivered. Wll, unless
we're at the table in that debate, this change isn't going

to happen the way you want it to happen
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You can't deal with managed care and
isolation. Managed care, in ny view, is a process on top
of the system How the systemreacts to that process is
the key chal | enge.

Just a couple of other facts. Mchael wll
understand the first quote. | want to make sure that we
have that one up there. W are the |argest enployers.
Private federal contracts is the big issue.

The last itemcan be generated at every
canpus. This one is here because we just did a quick
study to find out indeed what the generation is out of
the san Diego canpus. 39 new technol ogy industries have
been devel oped directly out of research at that campus.
Now, you multiply that times five and you're |ooking at a
State asset of significance.

W can talk a |ot about nechani cs how
managed care and the revenue stream should be dealt with
at the University and in this academ c system M nessage
toyou is that if we only viewthis as a critical paynent
treatment, and that the assunption fromthat is |evel
playing field in the sense of we should all be market
responsible, and don't at the sanme tinme at |east step back
and begin to think froma public policy point of view of
the inplications for the state resources in those
decisions, then we will nake sone tragi c m stakes.

| am not suggesting that the academ c
nmedi cal center is entitled to this incredible difference.

| don't think we know what that -- what that value is or
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what it neans to put those at risk or to, in fact, support
them | think we need to study that and cone to sone
publ i c agreed upon anal ysis of that.

Wiat | amsaying to you is in your
del i berations, thinking through how the private sector,
the insurance industry, and the private providers of care,
be they children's hospitals, university hospitals or
whatever, there is an asset here to the State that we
shoul d not have. Pl ease put that in your analysis and
give it serious thought as you proceed.

CHAl RVAN ENTHOVEN.  Thank you, M. Qurtner.

Next, Dr. Brian Bull, Vice President of
dinical Faculty and Dean of Loma Linda University School
of Medi ci ne.

DR @OD: Thank you for the privilege of
addressing you this afternoon. 1'd like to begin ny
remarks by quoting fromtwo of the norning' s speakers.

Dr. Enthoven, and | quote, "W want to
reward the devel opment of excellence in caring for sick
patients.” Dr. Luft, "I wouldn't want to make ny client

attractive to wonen at risk of breast cancer, for if |

followed their advice," their being consuner groups, "and
made nyself attractive, |'d go bankrupt."

| think those two quotes delineate the
problemthat all quality providers of health care in
California find thenmselves in, particularly academnc
nmedi cal centers.

The precedi ng speaker has done nme a favor by
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covering the first half of ny notes so I'll begin in the
mddle. 1'd like you to turn in the handout to Page 4.
It begins, "Assunptions underlying capitated health care."
And | wanted to address ny remarks to the question of
adver se sel ection.

Adverse selection is real. And adverse
selection affects not only academ c nedical centers but
all providers who are perceived to be of higher quality in
the health care market. There are providers that are
perceived to be of higher quality. The Journal of the
American Medi cal Association recogni zes that.

On the next page of the handout, | quote,
Non-whi te physicians nore likely to care for mnority,
medi cal |y indigent, and sicker patients. Caring for |ess
affluent and sicker patients may financially penalize
non-whi te physicians and nake them particularly vul nerabl e
to capitation arrangenents

The assunption underlying capitated heal th
care in a nonrisk-adjusted environment, which is the
environnent in which we find oursel ves today, makes the
assunption that all providers in the health care system
are considered to be equivalent as the payment is
equivalent. But as | mentioned, each JAVA recogni zes that
each individual patients may be perceived as better able
to care for certain classes of patients.

In this case, its indigent patients and
non-white patients in the inner city. There are many ways

in which a physician can achieve a reputation for quality.
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One of those was denonstrated in one of the previous
sl i des.

There is a listing of the best hospitals in
America that is provided by one of the national news
magazi nes. There's a book listing the best doctors in
Arerica. And the assunption that all physicians and all
providers are equivalent in quality doesn't nake sense
intuitively.

Wiat about the second assunption, that sick
patients will behave in a random fashi on when accessing
health care. A moment's reflection only sufficiently Iong
enough to consider what each one of us would do if we were
personal |y seriously ill would make cl ear that the second
assunption is also fal se.

Wien sick, each of us seeks out the highest
quality health care we access. And there's reason to
expect alnost all patients will do differently. Notice
that for the purposes of ny argunent, it is not required
that there be a difference in quality between one heal th
care provi der and anot her, although |I'm assum ng that
there is.

Wiat is required is that there be a
perceived difference in quality. How many exanpl es coul d
be given? | will content nyself with only a single one by
way of illustrating.

Qur academ ¢ heal th center has about 4, 000
pediatric lives. |In that pediatric population, there were

17 patients post heart transplantation by the time about
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24 nonths ago when there were only 150 such patients
wor | dwi de.

That is to say that we had been adversely
selected to the extent we had 10 percent of the world' s
popul ati on of post-pediatric heart transplant patients.
This is clearly adverse selection with a vengeance

But it is only an illustration, because
children with heart transplantation are highly specific
and they're an inherently linited group, and Lona Linda is
known worldwi de for its expertise and its treatnment of
this particul ar probl em

I'mnot sure that quoting these kinds of
statistics proves anything nore than certain patients wll
congregate in certain institutions. And indeed, if that
were the extent of our problemat our acadenic health
center, it would be easily nanageabl e by an institution of
our size.

The problemis far deeper and nore pervasive
than that. But in order for ne to make ny case, |'ll have
to turn nore humdrum data, such as bed days for 1,000
patients. W have 30,000 comrercial lives that are
receiving their care at Lona Linda

Most of the patients who signed up knew that
they were signing up for care in an acadenic health
center. | said that nost of them knew that, but by a
quirk of fate, 10,000 out of the 30,000 did not.

Approxi mately, one-third of those patients

arrived at Loma Linda unintentionally. That is, they
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chose another group of physicians and another hospital,
but in the course of contract negotiations, the contract
for their health care was transferred to us.

The latter group has received its health
care at Lona Linda now for nore than 36 nonths. Since the
statistical measure of bed days per one thousand enrol |l ees
is often used as an indication of utilization of health
resources generally, and since it's one of the nost
expensi ve of those resources, it will be used for
conpari son.

If you'll turn to the table, it's |abeled
two health plans and then acadenic health center. |
realize this norning that ny use of the termplan and
group and provider is alittle behind the times. Jdearly
those terns have specific meanings to the nenbers of this
task force. |'mmnore used to dealing with curricul umand
things of that sort. I'min error.

These are two groups. Goup A and G oup B.
O the 30,000 lives, Goup A canme to us by accident. As I
said, they originally signed up for another hospital and
anot her group of providers. But we |ooked after them for
three years, and their bed days per thousand have averaged
during that 36 nonths 164.

For Group B, these are the patients we have
received fromthe five ngjor HMXs that surround us. Their
bed days per 1,000 are 264. Now, that's significantly
different.

Their average length of stay is the sane,
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these two groups of patients, but the adnits per year are
obviously different. 4 percent of Plan A in any given
year will spend a day or nore in the hospital and 7
percent of Plan B

Renenber the patients in these two groups
are being treated by the sane group of physicians. The
physi ci ans do not know the group that any particul ar
patient belongs. Nor are the differences due to failure
to admt patients who should be admtted in Goup A Wre
this the case, once admtted, their length of stay woul d
be significantly longer in view of the delay that woul d
have occurred because they deserved to be adnitted and
weren' t

G ven the sane length of stay, the sane
group of treating physicians, and the fact that the health
care providers are effectively blinded with regard to the
health care plan of any particular patient, the only
remai ning conclusion is that there are significantly fewer
sick patients anong the 10,000 who signed up for their
local -- for their health care with the local comrunity
provi der.

The nunber of sick patients out of that
10,000 enrollees in Goup A can be calculated. These sick
patients can be matched with those contained within the
10, 000 patients randonmy selected fromGoup B and the
difference in health care costs can be deternined

In Goup B, out of the 10,000 enrollees

approxi mately 350 to 375 patients have been responsibl e
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for nmore than 95 percent of all the bed days observed in
any given year. Each one of these 375 patients thus
utilizes or consumes the prem umpaid by 27 patients.

Now, patients are constantly moving from one
HVO to another. For the nost part, if the patients are
heal thy, this noverment is random Nor would there be a
problemif as a result of this random patient novement 27
heal thy patients nmoved to a provider that was perceived to
be a high quality provider for every sick patient.

Unfortunately, it is only the sick patient
who feel s any non-random pressure. The heal thy enroll ees
are not even thinking of health care for the nost part
since they are not utilizing it.

And the inpact of each sick patient who
nmoves towards a provider of perceived higher quality is
enornmous. For each one that noves, the receiving provider
wi |l experience the inpact of 27 patients, but receive the
premiumfor only one.

The provider fromwhich the sick patient
moves Wil |ikew se experience the 27-fold nagnification
of the event. Only in this case, it is as if the health
care needs of 27 patients were no |longer the provider's
responsibility but the preniuns continue to cone in.

Wil e the novenment of one healthy patient is
i nconsequential, nmovement of one sick patient will renove
the 27-fold benefit fromthe provider who | oses the
patient and a 27-fold penalty upon the provider that

acquires himor her.
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Now, in this discussion, |'ve only addressed
the active conponent of adverse selection. The
statistical conponent, that is, the patients who select an
acadenic health center sinply because they' ve al ways
received their medical care there is another matter. |It's
equally serious. But | will not address it at this time

Thi s probl em must be successful |y addressed
if we are not going to penalize quality in our health care
system The paynent cannot sinply acconpany the patient,
but then we're back to a fee-for-service programw th al
of its inherent disadvantages and probl ens.

They cannot be solved at the present tine by
either the HVM>s or the acadenic health centers under the
present legal climate. The |aws nandate freedom of choice
and unhi ndered patient nobility.

| magi ne the outcry fromthose providers
surroundi ng an academ c health center, if the HV>s
announce that because of adverse selection, they would go
to increase the per nenber per nonth paynent to the
acadenic health center by 50 percent and decrease the per
menber per nonth payment to the renaining providers by an
equi valent amount. Yet, it will require a shift in
paynent of this order of nagnitude to |level the playing
field as | propose to show

To al | ow freedom of choi ce and
si mul taneously preserve the cost containnent and
capitations w thout penalizing quality providers requires

nmechani sns that have thus far not been described much | ess
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i npl enented, al though the risk adjustment is definitely a
giant step in the right direction

Lay out the scenario a little further.
Suppose that the sick patients constitute only 5.5 percent
of enrollees. In actual fact, they constituted 4 percent
of one plan and 7 percent of the other.

Now, assume that the sane quality of care at
the nearby academ c health center induces one-third of
those sick patients to | eave their usual providers and
nove to the academ c health care center.

There will only be a 1.5 percent |oss from
the enroll ees of the surrounding providers assum ng equal
size groups. Mre realistically, the effect on
surroundi ng providers will be bl ended by the |arger
nunbers which they serve

In our case, about 150,000 enrollees for
comercial lives in the surrounding providers about 30,000
in our academ c health care center. The effect of this is
that the surrounding providers will only see a 0.3 drop in
their enrollees. That is sonething that is mathematically
and practically not detectable.

Meanwhil e, at the academc health care
center, the 1.5 percent gain in nunbers is nunerically
detectible, but probably only barely. It will, however
increase the cost of providing care, including not only
Band- Ai ds, but pharmacy bills, nedical equipnrent, etc., to
a level of 50 percent higher

But under these circunstances, it adds
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insult to injury for managers of surrounding | PAs to say

we can provide health care for a lot less than you in the
acadeni c nmedi cal center and we can prove it. The answer

is of course they can. And the reason is because of this
patient mgration.

If we match the 10,000 lives in Goup Awth
10,000 lives randomy selected fromthe 20,000 comerci al
lives and the remai nder of our affiliated plans, we can do
a relatively straightforward back cal cul ati on.

To deternine how nmany sick patients have
transferred from surrounding plans into our academc
health center associated plan in order to account for the
difference in bed days observed. The answer is that only
about 150 sick patients from surroundi ng pl ans have noved.

Assum ng that the average patient for
commercial life in our region is $75, which is pretty
close to the truth, the actual payment to the surrounding
pl ans for commercial lives should be $67.50, while to
level the playing field to the acadenic health center
shoul d be $112 per nenber per nonth.

Such an enornmous paynent differential is --
it was surprising to me when | sat down and cal cul ated it.
W tal ked about risk adjustment in large plans this
nmorning, and that turned out to require the noverment of at
nmost 1 percent of the premiumfromplan to plan.

But if you have a provider such as an
acadenic health center that accurulates a |arge proportion

of sick patients fromthe surrounding providers, then for
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that small group of patients, the prem um adjustments need
to be very large indeed. | say small. 30,000 lives is
not trivial

To conclude, as long as patients perceive a
difference in quality anywhere in the health care system
they are free to nmove to take advantage of that perceived
difference in quality. The systemwll in time
sel f -destruct.

H gher quality providers who are perceived
to be such will be penalized for their higher quality
reputation since paynment no |onger travels with the
i ndi vidual patient. Instead, paynent is allocated on the
denonstrative fal se assunptions of cheno |ab patients and
a lack of qualitative differences anong providers

Directed by this inbal ance, the equival ent
prem um paynments of a popul ation of 27 enrollees nust al so
be transferred with one sick patient who noves from one
provider to another. As we've seen, this is unlikely to
happen by random novenent of patients generally.

Wiere a perceived quality difference does
exist, the nmovenent of as few as 1.5 percent of the
enrol l ees, provided they're all sick, to a provider of
hi gher perceived quality will increase by 50 percent.

50 percent, the cost to that provider, in conparison to
the provider fromwho those sick patients came

Failure to address this incapitated managed
care will destroy the health care systemby unfairly

renunerating providers who are perceived to be a | ower
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qual ity of expense than those who are sought by sick
patients for neeting their health care needs.

The next slide, after the group plans are
the distributions of the nonthly bed days. The second
group, there are patients accurmul ated fromfive different
HVOs where, as | said, the first group is nuch nore
cohesive and has a nuch | ower standard.

And the final graph just sinply shows areas
under the curve, the actual cost conparisons between the
cost of nmaintaining patients in our two plans, and | use
the two plans for the obvious reason, to conpare it. A
very nice control group since they' re being cared for by
the same institution, by the sane physicians, and the
physicians are claimng that they don't know who's com ng
fromwhich plan. And finally, the per nenber per nonth
paynent required to even out this difference, as shown on
the final slide, turns out to be the difference between
67.5 and $112.5. Thank you.

CHAl RVAN ENTHOVEN:  Thank you very nuch,

Dr. Bull.

Next, we'll have Dr. Jeffrey Huffnan,
Presi dent and CEO of USC s medical care group.

Dr. Huffnan.

Ron, did you want to ask a question?

MR WLLIAVS: Yes. | actually have a
coupl e questions clarifying, so if we have the debate, |
coul d understand it.

Dr. Bull, is the academ c health center,
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does it have a limted Knox-Keene |icense? Is it
recei ving capitation paynents for both the professiona
conmponent and the hospital conponent of the expense?

DR BULL: The answer is nore conplicated
than | can give you sinply. But for the purposes of the
di scussion that | showed you, this was the total paynent
for professional and primary care.

MR WLLIAVS: | guess the real question
that 1'd like to just try to understand centers around the
limt that we as a health plan see ourselves in. That
what these nunbers argue for is really the fact that there
is an insurance function that really ought to insulate the
i ndi vi dual providers fromthe |level of volatility and risk
that those nenbers suggest, and that nost health plans
woul d typically have stock | oss arrangenents for
enrol I nent protections that woul d ensure that an
i ndi vi dual provider would have a very narrow | evel of
exposure both in terms of professional expenses of
physicians as well as hospital expenses for use of the
hospital inpatient/outpatient facilities

And one of the things we have a | ot tension
for the groups who elimnate those enrol | nent protections
for stock | oss provisions and take the capitation paynents
and assune the risk for this kind of volatility, which
obviously with your observations, that's the purpose of
insurance or a risk-bearing entity.

And |'mjust curious that if you take into

account the concept enrollnent protection and stock | oss,

135

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

that while the data nmay suggest this, is the actual
acadenic health center experiencing this or is there a
health plan that stands behind the center and says you' ve
gone through a corridor of too much risk for your entity?

MR BULL: The answer to that is that the
heal th plans are just beginning to acknow edge their
responsibility for patients that are transferring in the
mddl e of the course of treatment. But they are not yet
willing to acknow edge that because we exist. The
paynents that are being nade to the providers that
surround us are larger than they should be.

W just recently actually dealt with the
question of patients transferring in the course of
treatment. So that's a fairly egregious -- these are
patients transferred out of ones provided to us hal fway
through studying treatment for prostatic carcinona.

That does address only that snall portion of
adverse selection. But we have a adverse sel ection
problemas well, which | nentioned. The fact that we
started with a popul ation of patients we were treating to
begin with in nanaged care.

And what is happening is that we see
patients in consultation. The patients, a very major
course fromthe local health plan, a very major course of
treatment is necessary. The next time we see the patient,
they' ve transferred into our plan.

Now, that happens to us probably three tines

a week, even as we speak right now There's no attenpt
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made to rectify that. And in fact, the nost egregi ous
exanple is the patient who signed us up for their primry
care provider lived in Puerto R co

After having been seen for the first tine by
one of our primary care physicians, it devel oped that he
m ght have prostatic carcinoma, and sure enough he did
have prostatic carcinoma. He was treated for prostatic
carcinonma and two nonths |later returned to Puerto R co.

MR WLLIAVS: | guess the question I'm
trying to understand is that typically a nedical group or
a hospital has only so rmuch exposure, and I'Il pick a
nunber. Assune it's $5,000. Doesn't matter whether the
nunber was with another group or went to your group, that
group can only experience $5,000 worth of expense before
those charges shift to the health plan. Is that the kind
of -- | nean, typically, that's the way it works. Unless
the center itself is asked to take nmore of a risk. That's
really the issue I'mtrying to understand

DR BULL: I'msorry. The center itself is
taking the risk. The stock |oss provisions only affect
the very highest expense category. But if you go through
the -- for prostatic carcinoma, the statew de average is
100 patients per 100,000. W have 300 patients per
100, 000, and the group is accunul ated around us

Now, those aren't going to be hospitalized
But they're going to increase the total health care cost.
I was using bed days only as a fairly hard figure that we

do have access to. Because the figures you' re asking for
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woul d require rmuch nore conplete data sets than | think
anybody has at the present tine. W just happen to have
by acci dent these two groups of patients, and the bed days
are dranatically different.

CHAI RVAN ENTHOVEN: M chael .

MR KARPF: | think I'Il pass a personal
discussion with Ron. Cearly insurance conpani es have
indemi fied academ c health centers to some degree, but |
think that the track record is presently that stock | oss
is essentially being less -- it's |ess valuabl e because
nmost i nsurance conpanies are trying to put nore risk on
i ndi vi dual providers.

So | think if you | ook at your own
corporation, | think, and | ook at the contracting
policies, you'll see that stock |oss provisions
deteriorated in their value as a safety corridor, and that
you' re aggressively pushing nore risk for conplicated
care, not only on an incident basis for hospitalizations,
but on a tenporal basis for care over a year, which really
has very considerabl e potential circunstances for a
acadenic health system

CHAl RVAN ENTHOVEN.  Ckay. Thank you.

May we proceed? Dr. Huffrman?

MR HUFFMAN: Wl |, we very much appreciate
this opportunity to address this task force this
afternoon. We will address these issues, talk about a
coupl e of threads, and maybe a coupl e solutions as we go

f orwar d.
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| was thinking earlier that the institution
is 115 years old, and | was wondering if they were having
these sanme sort of discussions back in 1897 regardi ng
changes to the environment, changes in the technol ogy that
have come up 100 years later. And | think sone of these
devel opnents are par for the course as one tries to
continue its public benefits comm ssion.

Sonme of the potential threats that we've
identified, other speakers tal ked about, but | think
repetition is healthy here. Prepaid Medi-Cal, patients
being recruited out of our system the L.A County system
rei nbursements well bel ow cost, and al so prepaid Medicare,
which is a | arge percentage of current payer mx, 30
percent, and nost of those patients currently have a
choice that come to us, and a percentage of the plan is
obvi ously increasing as we've heard.

Changes in our structure -- well, unlike our
acadeni ¢ m ssion, which has been around for 115 years, our
private practice mssion is relatively new, for new
entrants in the narket. The practice plan was evolved in
1984, and it wasn't until the Norris Hospital was built in
‘84, '85, and the University Hospital in '91 that we
really got into the patient service.

However, we have incorporated a armis length
group fromthe University USC Care Medical Goup two years
ago. This is an organi c non-bureaucratic group that
allows us to make changes nore rapidly fromthat subject

to the typical acadenic slow process.
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VW have tried to integrate the practice
group for faculty. W have 450 specialists. It's a big
group to try to nanage. W've tried to have common
systens, common functions, and focused strategy. This is
a bit problematic in that we do not receive a preniumfrom
those groups for taking care of their patients, which
typically are very sick patients.

And so thoughts about risk adjustnment are
really welcone to us. W have succeeded in getting our
practice and costs down. And that's allowed us to conpete
favorably in this market.

Qur patient volunes increased. But when you
look at this, what's happened is the faculty for the nost
part are the ones that are good at delivering service.
They are al so the ones that teach the undergraduate
students. So as they try to conpete nore in the private
side, less time is being devoted to the educational side.
And | think that's a critical problemas we nove forward
and as reinbursements continue to increase.

Now, obviously, this is a very conpl ex
problemw th prepaid Medi-Cal in ny area, but we do have
patients recruited out of our system billboards next to
the medical center, recruitment going on on the sidewal ks,
and this obviously has had a negative inpact on LAC USC
finances.

W' ve had a long relationship with the
County of Los Angeles and our medical faculty is the

nedi cal staff at the nedical center.
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On the private side, we do take care of
Medi - Cal patients, reinbursements well bel ow cost for
hospitals, and physicians will absorb the cost for a
portion of these patients, but there are linmtations to
this. Frequent changes in eligibility add to
adm ni strative overhead and del ay paynent.

One possi bl e solution and what we' ve tal ked
about a | ot before is that partnerships for prinary care
can stay within the LAC system W do not conpete on the
private side. And selective procedures |ike organ
transplants and the other high I evel procedures, | don't
think we'll survive if we continue to conpete with the
County system

CGoing onto the Medicare, Medicare Part C if
you will, and | think this new capitated alternative is
pronmising, but I want to point out some potential problens
for acadenic centers. Part is the balanced budget act of
' 97, where organizations will contract directly w th HCFA
the organi zations nust be licensed to take risk before
2002 provider service organi zations can appeal for a
federal waiver of this |icensing requirenent.

CHS is determning a |l evel of capital reserve
required to solve this. | think academ c centers
particularly our group, will have difficulty conpeting
with insurers and other large profit groups. But | think
as we go forward, we'd like to be able to conpete on each
ground for Medicare risk patients al so

Sone final thoughts. This has been said
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before. 1'Il repeat it again. Patients, enployers,
health plans and all of society really benefit from
qual ity education and mnedi cal research.

There's | ess NH noney, |ess public sector
funds, |ower physician reinbursenents, creating pressure
on academc institutions to sustain this benefit. | think
one possibly will be to create all-payer fund to support
under gr aduat e and graduat e educati on.

CHAl RVAN ENTHOVEN:  |s there | ess N H noney?
| keep hearing that, but when | ook at the actual data,
it continues to grow

MR HUFFMAN:  for us it's been |ess.

CHAI RVAN ENTHOVEN:  Not nati onal ?

MR HUFFMAN: | don't know about the
national .

M5. BOME: | think the national figures are
that it is keeping pace with inflation but not increasing,
but it is certainly not decreasing. They could be true
too and not causing it.

CHAl RVAN ENTHOVEN:  Next, then, we'll have
Dr. Kenneth Wl fe fromthe Edgar University School of
Medi ci ne.

Dr. Wlfe.

DR WXLFE: Good afternoon. |'m passing
around a copy of ny statement and in an effort to stay
within the time limts, we'll go over to the slides.

Thank you for the opportunity to present for you this

afternoon. The Edgar University School of Medicine is the
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acadenmic armof Martin Luther King Hospital, a large
county hospital in South Central Los Angel es.

The rapidly changi ng health care environnent
has had tremendous ram fications, not only for the
providers and hospitals, but also for academ c nedi cal
centers, and particularly individual faculty who are
charged with educating future health care providers.

W as faculty need to understand this new
systemin order to be effective teachers as well as
effective deliverers of health care education.

The met hod of reinbursenment inpacts the way
i ndi vi dual providers practice. Under the traditional
fee-for-service system payers wanted providers to do as
little as possible to keep payer costs under control.

On the other hand, providers wanted to do as
much as medically justifiable to maxinize the revenues.
This retrospective fee-for-service systemwas ideal for
the acadenic environnent. It fostered the request for the
unusual , fascinating, highly unlikely or fairly rare
di sease or condition. There was no financial penalty or
di sincentive for such investigation.

By contrast, under capitation, payers wanted
providers to do as much as possi bl e because their paynents
to the individual providers were fixed. Providers, on the
ot her hand, wanted to provide only the m ni mum anount of
service required to nmeet their medical responsibilities.

Payers al so started to demand accountability

of outcones for expenditures. Under the prospective
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paynent systens, with justification requirenents, the
econoni ¢ di sincentive for academ ¢ nedi ci ne becones a very
significant and nmajor issue

If individuals without -- with rare diseases
cannot turn to the academ c nedical center for their care
where will they turn? Academ c nedicine has been said to
be slow to respond to the chal |l enges of managed care

Myers and Associates recently stated that it
really wasn't a question of conpatibility of nissions
Academ c nedical centers traditionally educated health
care professions and conduct popul ati on-based research

Managed care organi zations deliver health
care prinmarily to defined popul ations. Those narrowy
defined popul ations allowed themto control costs in a
manageabl e way.

This inconpatibility of m ssions has not
been an issue until the recent changes in the econom cs of
health care delivery. And with these changes, we are now
seeing across the country a nunber of nergers between
acadeni c nedi cal centers and managed care organi zations

Vel |, what do these nergers and partnerships
mean in ternms of the faculty structure within nedica
school s? For exanpl e, sonmeone asked if managed care
organi zati ons woul d be allowed to desel ect senior faculty
whose practice styles are sinply too costly for the
managed care organi zations exi sting practice guidelines.

W11 the enphasis on financial productivity

be the basis for junior nenbers academ c advancenent ?
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W1l the world of academ c mnedici ne be based on academ c
productivity or on econonic productivity, and what wll
this inpact have on the delivery of education, as well as
on research?

Two recent reports came out in JAVA earlier
this year. One by Canpbell and Associates reported
i ncreased conpetitiveness in health care markets seems to
hi nder the capacity of academ c health care centers to
conduct clinical research as well as to foster the careers
of young clinical faculty.

In that sane issue of JAMA, Mya and
Associates reported that over the past decade, there has
been an inverse relation between the growth of N H awards
and managed care penetration among U. S. nedical schools

Even though acadenic | eaders are attenpting
to do their best to naintain academ c productivity stands,
it appears as if econom c considerations are indeed
affecting academ c productivity. WII this trend
continue, and if so, what inpact will it have?

Despite the changes in nedical practice that
have taken place, there has been little, if any, change
that has occurred in nedical education on graduate nedica
education. Last year their survey reveal ed that 22 of 125
medi cal school s required students to have experience in an
HVMO 55 of the nedical schools offered sone of the
students an experience in an HMO

In general, medical schools used managed

care organi zations to train their students because they
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were good clinical sites with rich clinical databases, not
because they of fered sone uni que environment in which to
train their students.

H storically, fromthe perspective of the
HMO, having nedi cal students and residents rotating
through their facilities tend to increase operating costs
and | ower productivity because it takes time and noney and
resources to naintain a training program

This is not newinformation to the academ c
medi cal centers, as they have |ong known that efficiency
and productivity nmay be conprom sed by their mssion to
teach. Managed care | eaders report the graduates of our
acadeni c nmedi cal prograns are not prepared to enter the
managed care worl d.

They estimate that it takes at |east a year
or nmore of post-residency training experience to
participate effectively in the managed care environment.
The concepts of nanaged care, cost effectiveness, health
care delivery, need to be interwoven throughout the
educat i onal process.

For exanpl e, students nust have the academc
groundi ng in epideniology and statistics to be able to
nmove into an evi dence-based clinical practice. They need
to understand practice guidelines and al so how to nodify
these guidelines |eading to i nproved and neasurabl e
treat ment outcone.

The physicians have to be trained in the

financial concepts of health care so that they wll not
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sinmply cut care, but rather nake the cost of care nore
effective.

It's our philosophy that preparation for the
managed care environment has to occur throughout the
medi cal education, continue reaching undergraduate medi cal
education, residency training, and faculty
devel opnent .

Qur under graduat e medi cal education program
has a primary care core requi rement throughout the entire
third year in which the students nust attend weekly
lectures on the social aspects of health care.

As part of that weekly series, there are
sessions that include managed care, health care financing,
epi dem ol ogy, evidence-based nedi ci ne, and other areas
directly related to managed care.

In addition to the didactic series, the
students are required to participate one half day per week
every week in a continuity of care clinic where they are
exposed to some of the very same concepts.

Al of the residency training prograns are
augnmented by a binonthly col | ege and nedi ci ne program
known as acadeni c devel opnent for chief residents. One of
the workshops in this series is devoted strictly to
managed care and concepts associated with it.

And it nust be renenbered that nost of the
faculty began their training and, in fact, their practice
at our health care delivery systemthat was vastly

different fromthe one in which the graduates will be
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entering.

Therefore, a faculty devel opnent curricul um
on managed care has been created that will begin later
this fall or inwinter. The faculty devel opment series
will include such areas as health care econom cs,
accountability and treatment outcome, teaching research
and ethics in the nanaged care environnent.

By doing so, we believe that the faculty,
the residents and the students fromour institution wll
be prepared to enter into this new health care
envi ronnent .

In conclusion, I'd like to turn to the words
of Jordan Cohen, who is the president of the Association
of American Medical Colleges, who recently stated, the
inperative for nedical education is clear. Students and
trainees nust learn not only to practice the best
medi ci ne, but how to best nanage in limted clinical
resear ch.

CHAl RVAN ENTHOVEN:  Thank you very nuch,

Dr. Wife | nust say it's refreshing and very positive to
see a description of an acadenic medical center really
focusing on the new environment of managed care.

As you noted earlier, that's unfortunately
still the exception, and Dr. Cohen's concluding remark is
certainly right on target.

DR WOLFE: | have to tell you, the session
we began with the residents | ast year was the |argest

attendance of residents, and it's the only one that | know
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that nobody |eft early. The residents are very concerned
about this information.

CHAl RVAN ENTHOVEN.  That's great. Bruce.

MR SPURLOCK: | also want to appreciate
Dr. Wlife for your presentation. | think it really does
hit on a key thing about nanaged care, which is not just
the marketpl ace but the environnent, which | think is a
critical component of the teaching mssion that all
academ c medi cal centers have to teach -- focus their
charge on teaching.

I'mjust curious, you know, since you' ve
gone that step and you' ve tal ked about epi dem ol ogy and
outcone based -- if you' ve taken that step as well as a
| eader to | ook at what outcomes you've had fromthe
changes in the curriculum what kinds of results you're
receiving fromthat.

Are these students then nore able to adapt
than they were five years ago? | would assune that if
peopl e got trained in the community or trained in the HVO
settings, that there may be cost shifting that you m ght
be having in your medical center. | wonder if you | ook at
those kinds of outcones as a reflection of the success of
your curriculum which makes, you know, eninent sense to
ne.

DR WILFE: It does make sense.
Unfortunately, the prograns are all still too newto have
any information that would tell us that. But that is the

obj ecti ve.
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MR ALPERT: 1'd like to ask all the pane
menbers, at your institutions have the situations you' ve
described translated to a pal pabl e novenent of the nost
qualified or sone very, very qualified clinician
researchers and educators fromthat environment to the
private environnent because of the -- of the seem ngly
added i npact on academ c nedi cal centers economcally
because of the, for lack of better way to say it in using
today's topic, lack of risk adjustment in your patient
popul ation, which translates to |l ess noney to the centers?

MR GQRINER |'d start, | think, first of
all, the nmovenment of faculty to the private sector in this
market is slimto none. This is not the solution to the
faculty problem But there is a lot of noverment, and | et
me just speak to that briefly.

| think that -- and naybe goi ng back to
Ron's original question. | think there is a recognition
and you will find that in all these systens, several
things that have happened.

One is a substantial increase in primary
care activity and training. Secondly, we are all very
aggressively involved in community training in the ways
that ten years ago woul d have been unheard of. Third
every one of these academ c centers really across the
country is in sone nmethod or node beginning to integrate
wi th community physician groups

Now, that goes back to Ron's question. The

reason that has happened, managed care has brought that
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up. The fact is that the vast majority of patients are
now at a risk level controlled by community physician
gr oups.

These used to have the -- the faculty used
to have access to these patients. Because as was said at
USC, you've got 30,000 attached to the university and
150, 000 in the medical group next door.

So the need for faculty to integrate at the
acadenmic |level is very potent, very strong, and is nore or
| ess successful in various ways. But where the university
has found itself in alnost every case is that the risk
I evel Ron was tal king about in terns of who takes that and
how wel | people are protected, has really dropped a whol e
level fromthe academ c centers' point of view

Most of that risk and potential reward has
dropped to the local medical group, not directly to the
faculty where at one tinme it sat. So in order to
participate, both to protect thenselves and to, in fact,
have access, and to benefit fromsone of that, clearly the
faculty is noving out into the community physician side.

At the sane tinme, if you think back on an
econonic base -- and |'ma little off your question, but I
didn't want to comrent on Ron -- that the whol e econonic
structures, certainly the institutional |evel, and we've
now added a physician dollar too, but was based on a stock
loss at one end and a broad distribution of average
paynents on the other, so that the average institution or

organi zati on saw i nexpensi ve cases and very expensive
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cases, and they had an average price.

But over tine, historically, two things have
happened, and it's been because of the pressure of that
physician -- community physician group and the | oca
community institutions.

The range of paynent has dranatically
declined, and stock | oss protection, which was in place at
one tine to protect against this high cost -- and
actually, to go back in history, the academ c medi cal
center was probably responsible for the devel opnent in
many ways of the whole concept of stock loss. But that
has now grown so high that it becones stop loss for the
mount ai n tops, and the range has becorme so narrow that
there is no excess protection at the other end

You put those two together, add the
incentive of the |ocal nedical group to shift the
expensi ve high-tech case to the faculty, to the need of
the faculty to participate at a comrunity |evel, you have
an incredible catch 22. The faculty now knows in the
uni versities that they can't ignore managed care's access
to patients. They nust participate at the community
level. They know that.

They al so were -- they also know that the
care delivered tends to concentrate in that academc
medi cal center relative to high-cost cases. That's true
It happens. It would be that the medical groups wanted
there. There's lots of reasons that that happens. But

the problemwe' re all tal king about here is the system has
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not adjusted for that difference

Now, if we're going to train the next group
of physicians in the commnity to be conmmunity responsive
to be managed care friendly -- that's a termthat | find
mar vel ous because |'mnot sure what unfriendly is, but
managed care friendly, we have to recognize that there is
a cost to that.

Anybody who has gone out and done the
commnity training now, and we've done it. Fresno is the
best exanple. Large nunbers of community office training
Riverside is another exanple. What we're finding is
nunber one, it's nmore expensive, and the community
physi ci ans who used to volunteer their time at the
acadeni c nmedical center is asking to be conpensated

So we're, in fact, adding cost to the system
at both ends to respond to the needs of the managed care
mar ket pl ace. Long-w nded answer, but | think the fact is
the acadenic faculty are nmaking the nove, but we're stil
caught in this vice of no economc realities to that nove

MR HUFFMAN. One ot her comment, as the
communi ty-based groups are nerging or partnering with the
acadenmi c nedical centers as an anbulatory site for
students to be able to rotate and get experiences, there
is a greater request for nmany of the community physicians
to want academ c appoi nt ments.

Just because a clinician is a top quality
clinician doesn't necessarily mean that they can neet the

standards and that they are good teachers. And so you've
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got this conprom se and new categories of faculty that are
bei ng considered and created, and that creates another
stress on the system

MR GQURTNER | think it's safe to say that
research in academ c nedical centers has decreased, but
it's probably a kind of a research that was done on the
margin. The well-funded researchers fromNH are still
getting funds, and the basic scientists are still getting
f unds.

Wiat has di sappeared al nost entirely are the
smal | studies that were done with a snall nunber of
patients and a fairly quick -- the kinds of things that
you did on the margin you didn't worry about applying for
a grant. Those have essentially disappeared. And the
reason is that the faculty is working a lot |onger and
har der .

Anot her thing THAT has di sappeared, al nost
di sappeared, is the willingness of community providers to
accept nedi cal students. They're under sufficient
pressure now that they -- they want to be paid sinply
because it takes thema fair bit of time and noney to
teach, and they're being pushed. And those are the things
that are hard to quantify. But research grants, big ones,
I don't think have dropped off significantly.

CHAI RVAN ENTHOVEN:  Rebecca?

M5. BOME: | wanted to change the topic a
little bit to something that | was surprised none of you

addressed given that one of the major nissions of an
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acadeni c nedical center is training physicians. And
notice that none of you spoke to either the nunber of
physicians that you' re training or the mx of specialty
versus prinary care

Before we get into that, | was very struck
Dr. Wife, and really pleased with what is being done at
the Drew Medical Center, but it strikes ne even stranger
that in this day and age that only about 55 percent of the
125 national medical schools are either requiring or even
of fering experiences in HVs.

And hopefully with the changi ng Medi care
rei nbursements starting in '98, that will allow a portion
of the payment for when physicians are training in
anbul atory rather than just the acadenic nedical center.
Hopeful Iy, noney does hel p change |ines occasionally. But
I would like to have you address the issue of the nunber
of residents that are being trained, the nunber of
physicians that are being trained, and that mx of prinary
specialty care

DR WOILFE: The study by Vel askeyev that was
publ i shed | ast year fromthe LCME questionnaire, it's a
questionnaire fromthe |liaison commttee on nedical
education that came out. |t is dated and at |east two
years ol d now, even though it just came out. | know
there's another study that is in process being collected
by a different group of researchers, and hopeful ly that
information will change. Drewis a little bit different

seeing that our primary m ssion has al ways been primary
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care. So we're not seeing many changes in terns of where
our peopl e are goi ng.

As to the nunber of physicians totally being
trained, the output of American nedical schools has
actual ly declined over the | ast decade. Wat has happened
is that the nunber of physicians entering the work force
has been fueled by far nore nedi cal graduates, and that
has skyrocketed. Actually, there are fewer nedical
school s now, and they're graduating fewer students in
American nedi cal schools than they were 10 years ago

M5. BOME: |If you look at the statistics in
the UC system | think you'll find that they're training
at |east the sane nunber if not nore

MR WOLFE: | think they're probably stable.
But the total of work force has increased by about 30
per cent

CHAl RVAN ENTHOVEN:  Wel I, just to foll ow up
with that, could we agree that some -- given the
pronouncerents by the great authoritative bodies, could we
agree that some reduction in the output woul d not be
harnful for the future of Anmerican nedicine?

MR GQURTNER |'Ill attenpt that one
I think that's a nicely put conparison. | think that Dr.
Wrdegar could give us nmore input into the current status
of change. |, for one -- there is an agreement with the
state in ternms of what it is anticipated to do. And as
you know there are five canpuses, and each of those are

different. It would be interesting to see if the changes
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at the federal |evel of providing sone economc incentives
to look at these nunbers will have an inpact. M guess IS
it will. W'Il have to wait and see what happens.

CHAI RVAN ENTHOVEN:  Yes. Rogers.

MR RCDGERS: | appreciate the panel's
presentation. Having one academ c nedical center in
Arizona, | can appreciate what you' re going through since
the Medi caid programwas under nanaged care and all the
chal |l enges you face. There were sone realities that we
face, and it was a question of conprom ses and the
willingness of the academ ¢ community to conprom se sone
things that they had hel d very dear.

For exanpl e, residents versus individual
residency programs. |Integrating residency prograns to
reduce overall cost. But the one thing that we had the
nmost difficulty with was choi ce.

Once you give the person a choice of where
they go, which has not always been inportant even to
Medi - Cal i ndividual fee-for-service plan, they' ve always
assuned they can go to County. They haven't al ways
assuned they can go to private doctors. Now that they see
they can go to private doctors, they say they don't want
to go a residency training clinic.

They know that sonehow, even as you nove to
prinmary care, your greatest challenge is to still engage
the menber, because they know that you won't be there, the
resident won't be there the next go around. And that was

the greatest challenge.
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And so if there is anything that | would
l ook to, not so much specialized treatment, as much as
everybody raising their hand, (inaudible) and is usually
at the forefront of the specialized treatment. But it's
the primary care, the medical home of the individua
patient where that menber neets their primary care
physi cian, and we haven't been able to successfully engage
in our academ c nedical training prograns.

MR WERDEGAR Alain, | was just going to
comment - -

CHAI RVAN ENTHOVEN: | just noticed our court
reporter is saying she needs a nonent to change some
paper .

| think what |'d like to do is take
advant age of that opportunity to introduce
Dr. Joseph Hopkins from Stanford Heal th Services.

Wl come, Dr. Hopkins. Sorry we've gone ahead wi thout you
Could we pull up another chair.

If you could summarize quite concisely the
key points. This nmorning we had an extensive di scussion
about risk adjusted payments and the inportance of that.

I hope and trust and believe that there's a w despread
support for that idea which would help to correct somne of
the --

M5. SKUBIK: Just a tining note. The
doctor/patient relationship people are saying that they
would like to give up their tine and schedul e for next

time so that this gentl eman can have his chance --
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MR G LBERT: So we have enough tine.

CHAl RVAN ENTHOVEN:  Ch, yeah.

MR G LBERT: Because we think it's too
short. W've gotten too short into our tirme.

MR HEILPLER If that hel ps you reall ocate
what you need to do.

CHAI RVAN ENTHOVEN: I n view of the fact that
we have a speaker from Stanford, | think it's very
i nportant --

MR HEILPLER W thought that night be
i mportant.

CHAl RVAN ENTHOVEN:  So, if you could, and
the question, if you hadn't appeared, | was going to ask
the panel is beyond risk adjustnent, for which | trust
there is support, including the risk-adjusted patients
flow ng through the providers, is what other specific
reconmendations are there to -- | don't want to say ease
the plight of the health acadenic centers because | don't
think it's our role to, you know, placate an interest
group here so much as to pursue the public interest.

So --

MR KARPF:. Appreciate appropriate function.

CHAl RVAN ENTHOVEN.  So what recommrendati ons,
in order to encourage and reward the val uabl e products,
while at the same tine encouraging the transformation to a
nmore efficient --

DR HOPKINS: | have somre ideas about that.

| regret that nmy problens with airlines have prevented me
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fromhearing the presentations. So |'mgoing to nove
pretty rapidly, and you can slow ne down or speed nme up as
we go through this.

I'msure you're all aware of the triple
m ssion of academ c nedical centers. But | think it's not
wel | -appreciated in the public, and it's probably already
been touched on the degree to which the three are funded
indifferent ways. But the funding of all of those things
actually interact in ways which funds all three of themin
the aggregate patient care revenues, which is the part
that is nost inmmediately inpacted by managed care,
according to the AMC, currently make up al most half of the
support of acadenic nedical centers, and that has grown by
nmore than double as a percent since the early 1980's.

| wouldn't put up this as one of the
problens that | identify that | don't know how much has
been touched on, but | believe there is a problemfor the
public with access to academ c medical centers for certain
ki nds of care.

VW certainly experience that on al nost a
daily basis with peopl e seeking care at our institutions,
but unable to get authorization to do that and have had
sonme anecdotes that | won't dwell on, but which I think
were not ideal care.

W do have, | think, academc centers have
some uni que capabilities in patient care that shoul d be
taken advantage of, and not always think that everything

can be done at the local |evel.
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V% have anal yzed our adverse risk using the
met hodol ogy of the health insurance plan of California,
which |'msure some of you are famliar with. Basically,
that met hodol ogy | ooks at the preval ence rates of very
hi gh-cost, conpl ex di seases in a popul ation, such as
things like cancer, heart disease, congenital anonmalies
multiple sclerosis and so forth, and when we | ook at our
popul ation at Stanford, we currently have about 36, 000
patients who are fully capitated to us

Wien we | ook at that popul ation of 36, 000
we find that the preval ence rate of those high-cost
conpl ex di seases in that popul ation is 11.41 per thousand
conpared to 3.27 in the overall state population that are
included in that methodol ogy.

In other words, three-and-a-half tinmes nore
of those di seases in our popul ation, because patients
elect to come to us who are sicker because they think they
need care, and |'mtal king here about the peopl e who
choose us for all of their care, their primary care
secondary care, tertiary care.

Wien you factor in the weighing factors you
can do fromthe H PC et hodol ogy to | ook at what is the
predicted, not the actual cost, but the predicted cost of
the care of our population, it's 23 percent higher than
the population at large. You won't be surprised to | earn
that our capitation rates are not 23 percent higher.

Another thing that's occurring, because of

the flexibility that has been given to the public to nove

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900

161



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

around, which is understandable fromtheir point of view,
but creates enormous problenms for us in a financial sense

Mbst of you know people are not able to
choose for their primary care | ocation or conprehensive
care |location anyplace which is within 30 mles of their
hone or their work. People work sonetimes |ong distances
fromtheir home and are nore likely near AMC than not.
And their hone is likely to be

In addition, market forces have produced the
ability for people to change plans every 30 days. So what
happens is that people float along quite happily in their
| ocal medical group until something nmaj or cones up, and
then if they happen to work or live within 30 mles of us,
whi ch is a huge nunber of people, they will sinply
transfer their care over to us, get done whatever they
need to have done, surgical procedures, cancer treatnents
conpl ex di agnostic workups, bone marrow transpl ants, and
so forth, and then when all that's over, go back to the
| ocal medical group

The way capitation works is that it cones
every nonth. So the bulk of the nmoney then is before we
ever saw themand after we sawthem and a little bit
comes to us as a nonth or two of capitation

| wanted to comment on our experience as far
as the inpact on education. | think nost of this derives
fromthe fact that due to the declining patient care
revenues, which are a critical part of our operation

physi ci ans are being asked to see nore and nore and nore
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patients, such that they have less time for academc
pursuits.

In our own case, we have lost five general
internists, one of whom have recei ved several teaching
awar ds, sinply because as they become busier and busier,
they no | onger see nuch difference between what they're
doing and what peopl e practicing in the commnity do. And
so they see those people generally earning nore and nore
nmoney than you do as a faculty menber, and so they give up
and go practice because that's what they' re asked to do
anyway. Furthernore, there's less tine for the people
that stay.

You may not know that a lot of teaching,
particularly in primary care that soneone asked about,
occurs fromwhat we call voluntary clinical faculty.

These are people who practice in the conmunity but give
their tine free to help teach students, let students |earn
their offices. Particularly, this is inportant in

anmbul atory settings.

VW are experiencing, both in famly practice
and in general internal medicine and in pediatrics great
difficulty getting those physicians to have our students
train with them because they're too busy. They also are
bei ng asked to see nore and nore patients.

And yet these are the very prinary care
sites and anbul atory sites of training that we are being
asked to address, and it's been nentioned here as well.

And those sources of training are now getting hard to find
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because the peopl e are too busy.

Was this study on NNH grants al ready tal ked
about ?

CHAI RVAN ENTHOVEN:  This was referred to

DR HCPKINS: This is a very interesting
study that was just published a couple of nmonths ago, and
what it looks at is the rate of awarding NNH grants for
clinical research -- I'mtalking in this particular case
about basic research -- clinical research to accommodate
medi cal centers, and it's broken down based on whet her the
acadenm c nmedical center is situated geographically in an
area of high managed care penetration, which is the dotted
line, mediumor low, which is the two other |ines

And as you can see, historically, the three
sort of started out as being very simlar, and as tinme has
gone on, in those areas where managed care has a |arge
penetration, the awarding of NNH grants is falling off.
And in the |ast year of this study, which was 1995, that
is an estimated | oss of nearly $100 nmillion in supported
research to those institutions

Now, why shoul d that be? | see you shaking
your head, wondering what -- well, a study that |ooks at
one of the reasons why that nay be goes back to the fact
that people are asking to be doing nore and nore pati ent
care to nake up the losses in patient revenue, and they
sinmply don't have time to do anything el se

This | ooks at how faculty nenbers and

clinical faculty nenbers and, in this case, the younger
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clinical faculty nenbers, these are the people that wll
produce the research advancenents for the future and will
be teaching the future professionals.

Those peopl e and | ooki ng at them of the
stage of devel opnent now of the managed care market where
the school happens to be | ocated, anmong those people in
stage one and two, 44 percent have significant clinical
responsibilities. But as you nove up into stage three, it
becones 56 percent, and then stage four, it becomes 86
percent.

And the amount of research and results that
were produced as neasured by the nunber papers that they
are able to get published is going down as you nove from
stage one and two to stage three and four. This is very
al ar m ng.

What it neans, | think, is that academc
medi cal centers that are in very aggressive nanaged care
markets are losing their research base, and this is just
begi nning to appear. W already know we were | osing
patient revenues, but now this is under threat as well.
Il just nove to ny concl usions.

CHAl RVAN ENTHOVEN:  Losi ng patient revenues,
but Stanford's patient revenues are rising.

DR HCPKINS: The total volume is rising,
but the amount relative to cost is going down. W
currently collect about 44 cents on the dollar bill, and
that's after -- that does not support the cost. It barely

supports the variabl e cost of operating a nedical center.
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It does not support any of the fixed cost
which are currently picked up by other payers. And that's
after a 20-percent reduction in operating cost we' ve
achi eved over the |ast seven or eight years.

So it's not because we are not trying to cut

our cost. In fact, there's been an enor nbus anount of
reduction of cost. And still we don't get paid enough to
pi ck up the cost of doing what we do. |'mjust talking

about operations there.

M/ concl usi ons, econom c nedical centers are
extrenely val uabl e resources. The triple mssion of
education patient care and research critically depends on
patient care revenues to support aspects of all three,
both directly and indirectly.

Revenues have been severely eroded, at |east
as a collection ratio threatening that mssion. AMCSs
experienced adverse selection, which | think has already
been acknow edged. Consuners seek greater access to AMC.
That's our perception, particularly when they have conpl ex
di seases and want those treatments.

There are, in ny view, insufficient
guidelines at the present tine to say when a medical group
shoul d refer a patient to an academ c nedi cal center for
what ever the procedure is when it really is beyond I ocal
experience of that group.

CQurrent laws and regul ations created to
allow patients a greater choice will result in patients

being in and out of AMCs. And this leads to dramatic --
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dramati c under paynment of sonetinmes $100 of conpensation
for thousands, multiple thousand dollar procedures at
those institutions

Facul ty menbers are experiencing pressure to
increase patient revenues and as a result are doing | ess
educating and | ess research, and this, | think, is
particularly a problemin primary care and the ability to
get large research grants is nuch nmore limted. So those
faculty are even nore dependent on patient revenues for
support in their other activities.

V¢ tal ked about the decline in grants, and |
think if this is going to continue, we're in big trouble.
I do have sone -- a coupl e suggestions, and |'ve tried to
build on what |'m aware of as existing methodol ogi es and
procedures in nanaged care, which night be taking
advant age of inproving the situation beyond the obvious
ri sk adjustnent issue

I think the issue of preserving access to
acadenmi c nedical centers is very inportant. There is an
exi sting center of excellent concept where particul ar
centers are identified, particularly in organ transpl ant
and cardi ovascul ar surgery as being the places that do
that well and where you should go and everybody is sent
there by convention

| think that concept could be expanded to
i ncl ude nore diseases than is currently done, and by
agreenent that those sorts of things should be done in

acadenic centers, including the nore conplex to even some
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of the common di seases perhaps. Although there is a |ot
of credentialing of physicians, there is very little
credentialing at the level of how many of these do you
have to do to be really good at it.

And that's often a difficult decision for
referral of deciding does the |ocal nedical group have
expertise or not. That could be approached through
credential i ng nmet hodol ogi es, which al ready exist.

There is sone evidence in the literature
about what it takes to be confident in sonme procedures,
and at what point you reach the threshold where you really
get it right.

| think there are opportunities for
cooperation between commnity medi cal groups and academ c
centers in terns of designing paths of care

W have those guidelines that describe the
events, but they usually don't say what kind of physician
or where these things should occur. And perhaps those
elements could be added to existing guideline
met hodol ogi es as a way of resolving when you shoul d go
wher e

And appeal s, although it's a cunbersome
process for sure, mght be strengthened with better
understanding. One of the problens is the know edge about
new procedures often is available only at the academc
center because a lot of these things, as you
know, takes one or two years to get into the genera

nedical literature.
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The peopl e making the utilization for these
deci sions are not at the academ c medical centers. They
may not have all of this know edge. And if there is a way
to get that decision nade in a nore inforned way, it would
hel p.

| think we need to be paid at the |evel of
conplexity of care that we're delivering. That risk
adjustnent is a possibility. There's also this problem of
peopl e nmoving in and out. Those peopl e can be tracked
fromenrol | nent dat abases

And | believe a different source of funding
shoul d be afforded us for those short tine ventures with
us. It's not appropriate just to pay capitation with
that. And that should be paid either through reverting to
the cost of the medical group fromwhere the patient came
or perhaps a central pool to which all groups contribute

If indeed it's the desire to maintain the
level of flexibility for people to nove around rather
readily as it currently exists, restricting that is
anot her option. Probably not as popul ar, but woul d tend
to help us fromthat perspective

The idea that you get primary care 120 niles
fromyour home just because that's the group that you
wanted to sign up for your whatever is crazy fromboth a
medi cal point of view and certainly froma capitation
poi nt of view

And finally -- and I'msure this has been

touched upon -- if we really are going to take the

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900

169



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

subsi dies that cone frompatient care out of academc

medi ci ne, we've got to put them back in some other way,
whet her that be prem um surcharges or different flows of
nmoney to those places, there are a variety of nodels that
have been proposed at national |evel and state |evel, and
so forth. But these organizations cannot make it with the
dwi ndl i ng revenues that they now experience, and those are
ny prepared renarks.

CHAl RVAN ENTHOVEN:  Thank you very nuch,

Dr. Hopkins. Questions. Coments. Dr. Karpf.

DR KARPF. Fromny perspective, we need to
instill these issues into recommendations with the task
force to deal with in ternms of nanaged care and not into
recommendations that reflects societal needs.

There's a real difference between those two.
There are a | ot of societal needs that academ c medicine
supports that are very inportant and need to be addressed.
But there are issues that managed care needs to
participate in. So what we need are somewhat nore
di screet suggestions of what can be done.

Certainly, the issue of adverse selection is
an inportant one, and | do have some relationship to an
academ c health center. | think M. CQurtner will attest
to that. M academc health center was voted best in the
west for eight years in a row, not seven years.

So what we need to do is get specific rather
than general. The issue of adverse selection, | think

we're starting to see a consensus in risk adjustment, how
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to renunerate the process to sonme degree

It's areally theol ogi cal kind of issue
because acadenic nedical centers if they, in fact, are
going to take care of nost of the conplex patients are
al ways going to have the worst kind of adverse sel ection
But | think we're starting to see a process for dealing
with that. It may not be conplete. It may not be
perfect, but certainly it's a start and a direction

| amwondering if there are other specific
reconmendati ons that you night have. The issue of
education is an inportant one to me, and |'mactually
quite surprised that no one raised the issue that dollars
that were intended on a federal |evel towards education
and have, in fact, in the past been siphoned of f by
managed care organi zations, whether or not that has been
totally corrected by the recent Medicare |egislation or
whether, in fact, we need to address that as an issue in
terms of how one supports discreet needs of education

W certainly in academ c nedical centers
push the envel ope of care and the nechani sm by which we
translate research to everyday care. That's a very
inmportant contribution to society, but also one that every
provi der and every payer nust share some responsibility
for. I'"mwondering if you would have sone suggestions on
how nanaged care mght participate in that process

DR GQURTNER If | may start, couple
comrents. One is | believe for the first time this year

at the state level, we finally have recognition of the
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Medi cai d programthat nedical education is inportant. How
that works out, we didn't speak about that because, in
fact, there is legislation, and we'll see how that works
out, and | think that's a najor step forward.

At the federal level, | think we have to
wait and see. Cearly, we did not win everything that
everybody thought shoul d have happened. But it is a major
step in the direction of recognizing in the ACCP there was
i ndeed educational dollars that should come to us.

It's unclear how the HM3®s will use that
legislation, and | would -- if this group gets into the
whol e federal effect on HM>s rather than the state effect,
I woul d hope they would chal |l enge the HMX>s to nmake sure
that noney stays on the educational side, and it is not
contracted back out.

And | think that's an issue that we do worry
about in this conming year as to howthe HMs will react to
that. | think the other big issue other than what has
been nentioned in ternms of risk adjustment, which really
came out very strongly in the Irvine discussions, which
some of you may have followed in the [ast year, sonething
needs to be done about access, in ternms of protecting
access to some degree. The fact is we have an educati onal
system based on an institutional method of teaching.

It is changing. Everybody is noving to
that. But we need tine, and for you to -- we need
protection of the educational systeml|ong enough to allow

this new nmethod, this new structure of teaching, which has
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to occur in the anbulatory setting to fully devel op, and
I'mnot sure that people understand that. And | would
chal l enge the group that there are sone kind of
overarching issues that aren't specific, but are
principals, that unless you articulate, will be lost in
the debate.

The solution to the integration of managed
care and education of teaching is not just specific
changes of the managed care program It's a recognition
of policy level that there's an asset that nust be
protected. And as ideas and options come al ong, they've
got to be addressed in that fashion. Not just are we
going to save 12 cents per capita on X nunber of patients,
because the 12 cents you save, as | hope we've
denonstrated, may have cost you mllions of |ong-term

returns. That is a principal that can't be lost in this

debat e.

CHAI RVAN ENTHOVEN:  Rebecca?

M5. BOME: Dr. Qurtner, | think we all have
clearly -- if we didn't know before, we certainly know now

that the intensity of services and certainly the tertiary

services that the academ c nedical centers provide, and as
new t hi ngs devel op, we want and hope provide an

envi ronnent where you and Stanford and Loma Linda and the
UC systemwoul d all be on the cutting edge of these. But

I think what we would -- and tine to protect, so to speak,
to make the change.

But | think what we would ask in return,
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whi ch we have not seen in the past, other than a few m nor
exceptions, Drew being one of them is a laid-out plan
that is followed that shows that you recogni ze the tine
for change and do plan to address it. Because what we see
is stonewalling -- you know, we're different than anything
else. W're better than anything el se. And the world has
changed, and | think acadenic nmedical centers who clearly
have our best and our brightest and our cutting edge and
where we want that to be need to be changing with the
times rather than stonewal |ing

MR GURTNER | could find no fault whatever
with the statenent, but |'mnot sure that the seriousness
of the situation has been clearly laid out. The 20, 000
patients that | referred to, if you accept ny statenent
that they probably are adversely selected, given the fact
that we have 10,000 that match the commnity rates, are
costing our medical center at the present time a nillion
dol l ars a nont h.

Now, we cannot support that for very |ong
That's nore than our entire nedi cal systemmakes in
profit. That $10 nillion is coming out of the educationa
system It has nowhere else to come from |It's com ng
out of the nedical school, teaching.

So ny plea to you would be if you are going
to nmove towards risk-adjusted cal cul ati ons, please do so
quickly. Because failure to do that is bleeding the
acadenmi c nedical centers, and at this point in tine, nost

of us have been bled so much that we do not have the
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fiscal ability to do anything other than just sort of hang
on by our fingernails if we expect to show positive bottom
line. Anillion dollars a nonth is nore than our entire
medi cal system shows from operations.

CHAl RVAN ENTHOVEN:.  One question in the |ine
of howto deal with this. From-- in the five years
| eading up to 1992, the prem uns in Cal PERS doubl ed. For
a mllion people, about two-thirds of whomare state
enpl oyees, and therefore that cost the state nmoney, and
the rest cost the public sector noney.

From 1992 to 1997, the prem unms have been
flat. |If the previous trend had continued, health care
costs for the public sector enpl oyees covered through
Cal PERS, which is not the whole public sector in the
state, would have -- would have now this year cost $1.5
billion a year nore

So in a sense, if you want to take the
previous rate of growth as a standard, there are savings
of one and a half billion dollars a year. Now, that was a
time of extraordinary expense growth, and, you know, some
may find it differently. But whatever you do, certainly
it's the case that the public sector, just for its own
enpl oyees, has saved a huge anount of noney because of the
effectiveness of nmanaged care in controlling health care
costs for state enpl oyees

And | do wonder whether it's not appropriate
for the state to recycle some of that back. Because

presunably your financial needs to conpensate you for sone
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of these revenue | osses must be relatively small conpared
to the $1.5 billion a year.

Have you made that -- have you tried that
proposi tion?

MR GQURTNER | think -- in some ways, with
Medi - Cal ' s recognition of medical education as a
legiti mate expense, | woul d say yes, the debate to sone
degree has begun. But | would urge you not to | ook at
this as a pure econonic issue.

Wthout that mass of clinical activity,
without the patients, the whole prem se of the educati onal
systemis threatened. | don't know how to say that any
better. Wat we've done is not only saved these dollars,
but noved them around the system and saved sone.

But we've also, for a lot of very positive
reasons al |l owed and encouraged the patient population to
move around. And as a result, our access has changed, and
that is as big a threat to the future of the systemas the
econonics are, certainly in ny mnd.

MR KARPF: Can | answer your question now?

CHAl RVAN ENTHOVEN:  Yes.

MR KARPF: | think you can get even cl oser
to him | think, as you' ve pointed out nultiple tines,

UC has essentially functioned as a prudent buyer and
essentially negotiated rates that are substantially better
than they had in the past or at |east the rate of increase
has decreased in a substantial kind of way.

CHAl RVAN ENTHOVEN  They' ve actual |y got

176

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

decr eases, yes?

MR KARPF: Actual ly have decreases. And
woul d point out that some of those savings actually come
at the cost of the UC hospitals. And it's been hard to
devel op an argunent to have UC essentially increase the
responsibilities to the UC hospitals to make up for sone
of those savings that they have gained. Yet a rope to get
to the argunent of the state. Once we get past them we
work on the state next.

MR WERDEGAR Dr. Enthoven, | was going to
speak earlier. The health centers have quite a few
probl ens, sone of their own making. | don't know |
think the question that you raised, Dr. Karpf, so far as
this coomittee is concerned still apply.

I think everybody has agreed that the
academ c health center should be reinbursed for the
conplexity of their patient care responsibilities. So
some kind of risk adjustment should be taken into account.
One of the problenms with the acadenic health centers that
came up a good deal in the UC conm ssion on education is
the -- is the conpl ete honogeni zati on of patient research
and care and budget so that one cannot easily understand
whi ch dollar is going for what, and we coul d probably have
a whol e separate task force chaired by Dr. Enthoven on
education of teaching dollars

There certainly woul dn't be any reason why
those teaching primary care in the comunity settings

shoul dn't be rewarded for teaching and only those teaching

177

BARNEY, UNGERVANN & ASSCCI ATES (818) 226-5900



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

in an academ c health center be awarded for teaching. So
there are a | ot of questions about the allocation of the
teaching dollars and then where the teaching dollars
shoul d come from
Shoul d they be part of an all-payer system
shoul d they come frompart of the Medicare, and so forth.
And this is a somewhat separate, although very inportant
issue. Simlarly, the research budget seens to make --
is a separate budgetary issue, and it helps greatly in
under st andi ng how t he academ c health centers relate to
managed care to separate those three different revenue
streans so that we understand what we're tal king about.
| felt too that the acadenic health centers
sonetines have a definitional problem That is that the
uni versity hospital only is a county hospital like L. A
County Hospital or San Franci sco General Hospital who al so
have significant relationships to teaching and research.
I'd want to be sure in examning the role of
the acadenic health center that we're not artificially
i sol ating one group of hospitals fromothers that may have
had simlar mssions. One, it's not a recommendati on, but
in addition to the issue of proper rewards, because of
adverse selection or the conplexity of the patients, the
i ssue of access is eventually going to be a question of
how naj or medi cal centers, the acadenic health centers,
really become parts of integrated health care systens.
That | think is worth the -- deserves the

attention of the task force. Because as we | ook at
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managed care plans as integrated health care systerns,
there is that Quaternary, that highly specialized part
that is needed. And so they have to be proper contractua
arrangenents that do allow access for enrollees to nedica
centers, and that to integrate the medical centers, which
are far to isolated and sonetines rather blind, therefore
to the realities of what managed care and the efficiency
that managed care are all about. So sone way of properly
integrating theminto managed care, | think, is something
we mght want to conment on.

CHAI RVAN ENTHOVEN. I n fact, in our
conver sati ons about consuner information, one of the ideas
of required disclosure or asking disclosure would be if
you needed organ transpl ant and open heart operation, et
cetera, where your health plan woul d send you woul d be
very material information. | think that would be a likely
candidate for the kind of thing we would like to ask for a
di scl osure

MR SPURLOCK: | like that piggyback order.
And | think when we | ook at the spectrum of conplexity of
clinical disease, where you have the center of excellence
at one end of the spectrum and at the other end of the
spectrumis the task force that |'ve heard tal ked about
several times is self care. 75 percent of all nedical
care is self care. And you have that as a spectrum where
we really definitely need to protect the academ c nedi cal
centers on this end of the spectrum where there is

specialty care that is unique and can only be obtained at
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academ c medi cal .

The difficulty as | see it in the managed
care environment is that academ c medical centers have
been forced to nove down that spectrumto | ess conplex
nmedi cal care. To assune sone of the care that some of the
commnity mght do in order conpete for those dollars, and
yet they're conpeting for those dollars in a way that's
very difficult to show return on the investment.

And ny challenge is | think we need to both
protect and chal | enge academ ¢ medi cal centers when we
nmove down that spectrumso that the marginal return on
investment for the nmore conmon | ess conpl ex disease is
clearly greater than the cost benefit that can happen wth
community providers in that arena.

Wien you get those high-vol une, high conmon
-- not really conpl ex diseases where there is a return
investment, a nmarginal return on investment, but it's
challenging to say that is twice as nuch the cost of what
a community provider could save for the average
run-of -the-m Il congestive heart failure adm ssion or
average run-of-the-m |l nyocardial infarction. It's twce
the cost. Then you have to say the marginal investnent,
the marginal return on investnment that we're getting from
teaching and research and all the other things are really
worth justifying that dramatic of a change, and | think
that's the fine line that we're finding ourselves up
against, in that we can't allow anybody in the systemto

not deal wth those challenges of narginal return on
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i nvest ment .

CHAl RVAN ENTHOVEN:  Dr. Hopki ns, and then
think we'll have to wap this up

DR HCPKINS: Couple of sentences. | think
acadenic centers are noving down the spectrum of
conpl exity not only because they want revenues, but al so
that they are responding to the need to do nore prinary
education, and you can't do that w thout really being
involved in prinmary care, even if you do sone of the
teaching in the coomunity where it should be, and we're
willing to pay those people, but there's no nmoney to do
that.

| think that the yearning to separate the
teaching fromthe patient care fromthe research is
sonet hing that nedical centers would like to do, but it's
probably inmpossible. 1'Il give you a couple of exanples

An oncol ogi st goes to the bedside of a wonan
who's in the hospital sick with breast cancer. That worman
is also involved in tw research protocols, and at the
bedside with the oncologist is a resident, a senior
resident and a junior resident and two medical students

I's that oncol ogi st doing patient care or is
that oncol ogi st doing research or is that oncol ogi st
teaching at that nonent?

Let's say one of those students is al so
works for the oncol ogist in his research organization
doing -- helping carry out sone part of a research

project. |Is that student learning to be a researcher, is
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that an educational activity, or is that student part of
the research enterprise?

That's the way medical centers function.
There is an absol utely unnmeasurabl e constant interaction
of those functions going on all the tine. And | don't
think anybody will ever sort that out.

CHAI RVAN ENTHOVEN  It's a genui ne j oi nt
cost, which according to economc theory is not separable
except using arbitrary methods.

MB. CONOM  Just a short conment fromthe
perspective of a doctor.

VW' re being asked by the HM>s to do a | ot of
things that haven't been proven. Mst of the time when we
changed our practices before, it's because of an article
that came out froman academ c center for research study.

Now we' re being asked to change our practice
and are, in fact, having to do that by the HMXxs. It just
seemed to nme like there's a natural partnership. The
HVOs, for instance, in ny field, are studying howin their
huge popul ati on database they can prevent prenaturity,
which is a very expensive di sease.

It just seened to ne like there's a natural
partnership there of acadenmic centers and HM3>s, and | do
think the HMO>s shoul d fund research studies on these
i ssues, especially those which m ght decrease the cost of
medi cal care.

MR QGURTNER | just wanted to respond

briefly. Unfortunately, because of constraints of time, |
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didn't elaborate on ny database. But what it says is that
the reason that the 20,000 |ives are costing one and a
hal f times as nuch as the 10,000 is sol ely because there
are nore sick patients

The proportion of that group that is sick is
7 percent as opposed to 4 percent. Gven the 4 percent
group, which is typical of the people around us, the
acadeni c physicians don't -- they |look after those with
exactly the same expense as the community physicians. So
there's no difference in cost.

But these two particular patient groups,
it's an odd situation because we fell into it by accident.
But the reason that the 20,000 |lives cost a great dea
nmore is that there are nore sick patients, alnost double
the nunber of sick patients. But it's a very small group
as was nentioned earlier this norning.

The nunber of really sick patients in the
popul ation is on the order of 3 percent in well-selected
groups and about 6 or 7 percent in groups that have a
hi gher menber

CHAl RVAN ENTHOVEN:  Ckay. Thank you very
much, doctors, | really appreciate your coning. That was
very useful

(Appl ause)

CHAI RVAN ENTHOVEN:  Now, our expert resource
group on the doctor/patient relationship kindly seated
their tine or suggested under circunstances we carry them

over to the next neeting, which brings us to the need to
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have some di scussi on about the conpl ex process about how
do we get there fromhere. Hattie, you want to start by
comenting on that?

MB. SKUBI K:  Sure.

CHAI RVAN ENTHOVEN.  Is it ny duty to try to
give an expl anation?

M5. SKUBIK: | can say sonething very brief
here, and that is that we don't have very many of the task
force menbers with us right now to have this discussion

The discussion is really supposed to be
about the process by which we get to our recommendati ons
and get our report delivered to the government and the
| egi sl ature by January 1.

So Ronero wote in a letter to each of you
suggesting a pretty strict tine line for getting there
And that's based on a |ot of coments fromdifferent task
force menbers about a process they would be confortable
with. Wat we're thinking a good approach would be is
rat her than having policy options, work groups, which had
been suggested a couple of months ago, many task force
menbers woul d like to have the policy discussion at the
full group |evel

Qur next three neetings are voting neetings,
and so | suspect the task force menbers will want to be
here to vote, and we're hoping to do a process whereby we
get your feedback on issues in witing

So what we would like to try to do is

encourage you to fill out those papers, to read the briefs
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that we sent you and to get us comments back. Because
we're then going to wite chapters with recomrendati ons on
specific items; for instance, risk adjustment, and then
hope to discuss themat the group level for vote on

adoption to put together full report for delivery by

January 1.

CHAl RVAN ENTHOVEN:  Hel en?

MB. RODRIGUEZ-TRIAS: | wasn't at the |ast
nmeeting, so | did |lose a perspective of time. It seens to

me we have had very little time to process enornous
amounts of information. And | for one would like to, you
know, declare a noratoriumor end to the infornmation
feeding in process, and maybe try to go a little bit to
what was indicated by Ellen and Jeanne this morning, which
istrying to bring us to a consensus about sone key points
inthe -- either through the expert resource group reports
or through the larger reports of the -- of the working
groups. Because | think we can hang our hats on that hat
rack a lot better if we erect the hat rack and cone to
some agreerents on sorme of the basic areas of
acconmodat i on

MB. SKUBIK: | don't think there's a
di sagreenent there

CHAI RVAN ENTHOVEN. H len, first, |'mmnuch
nmore optimstic than | was at the beginning of this whole
process that consensus can energe on a nunber of points
l'i ke inproved disclosure of information, risk adjustnment,

dispute resolution process, et cetera. And we're thinking
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we woul d now be trying to generate papers, send themto

everyone on the task force, ask for themto give us their

comrents and have a "del foy" questionnaire that woul d give

us a feel for where the nenbers of the task force are

)

that feedback to recycle, and then present a semfinal

chapter to the task force, and then have a vote for the

use

task force to endorse or accept this paper or not. And if

there are recomrendati ons, then, again, put those to a

vot e.
Does that nake any sense to you, EIen?
M5. RCDRI GUEZ-TRIAS:  Yes.
CHAI RVAN ENTHOVEN  That's what | think

we're trying to do. Peter.

MR LEE A couple things. One foll ow up.

to Ellen's suggestion. The next two meetings have

potential time that seens like it is informational.

woul d suggest we do need time not to hear presentations,

but to tal k about both the proposals made by the working

groups so we can try to reach a consensus around

substance. And so there are tentatively schedul ed

presentations on, you know, the role of medical groups on

mul ticultural issues, research, devel oprment, clinical

practice, all critically inportant.

But in four neetings, to hash out issues,

I'mvery concerned we have a great presentation with the

panel today, et cetera, but we have nuch, much nore,
woul d say very close to exclusive time that is

presentation of material prepared by staff or by the
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expert resource group so we focus on consensus, which is
one suggestion by Ellen which | agree with.
The other that |'m somewhat concerned about

is how much we try to use the "del foy" process to not have

di scussion here. |Is that, like, this norning's
di scussion, we started with the -- as one exanple, the
consuner information, | think, | can't renenber the

invol verrent or information. W had what | thought was
CONSEeNsUs in sone ways.

This isn't a voting session. | understand
the consensus around defining the probl emand defining
some principals. Staff has that close to witten,
potential ly.

W didn't have consensus on the
reconmendat i ons because we didn't really get into them
Instead, we had a world of options, and we didn't westle
with the hard part of what we really wanted to reconmend.
And | think that one of the challenges in the next four
nmeetings, is -- and this is to the working groups as well
as the issue paper groups, whichever, how they cone
together as a challenge. But we need to be tal king nore
about concrete recomrendations that we can get our teeth
into.

And so | suggest if it's possible to have
the working groups to present at the next neeting to focus
nmore on the substance that we can really try to get into,
say, well, what's a concrete reconmmendati on going to be,

and things we woul d absol utely agree on quickly and nove
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on to those we think are out of bounds anyway.

MB. SKUBIK: Peter, you're in a unique
posi tion where you can say exactly what you think publicly
and confortably, whereas many of the task force nenbers
are not in that sane position and are nuch nore
confortable witing their thoughts out. So we need to do
bot h.

MR LEE | appreciate that you think that |
can speak publicly, but every single nenber of the task
force is on here to publicly state what their perspectives
are, and ny concern, ny note of reservation is without
havi ng the opportunity to discuss issues, if sonething
gets del foyed at two people on one extrene, if we don't
tal k about it, maybe the two peopl e can inform everybody
else. That's ny only concern there.

And | think the delfoy process is fine to
get an anonynous poll and to nove discussion, but | would
certainly hope that every nenber of this task force -- |
know |' m speaking to 7 percent of us now -- is ready to be
in groups, share their perspectives. That's how we're
going to cone to a consensus.

MR G LBERT: | conpletely agree with Peter.
W're here to talk in public. | think if we have
positions, ideas or reconmendations, we have to be able to
discuss them What | think you could use the del foy for
potentially would be to figure out what areas we are
mai nly in consensus, therefore needing a shorter time

period versus those that were this far apart, and you
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really need to schedul e.

|'ve got to echo Peter and H | en's comment,
though. | think we really got to get into the nmeat of the
di scussion. W shoul d probably not do any schedul i ng of
external presentations, and we should focus exclusively on
the last ERG the one or two |ast ERGs, and then the
nmovenent into the papers and the recomrendations, because
there's a | ot of unspoken discussion that has occurred,
and | think some of these things are going to take a while
to work out. But we have to be able to.

CHAl RVAN ENTHOVEN W' ve got to start
working on the final packages here.

MR WERDEGAR | was going to agree with
Peter too. Actually, | was very inpressed, Alain, this
nmor ni ng when you gave your sort of brief resune of where
we stood. | think all of us have this sense that the
process has in its mracul ous way, as processes do,
brought the group together on a | ot of issues.

This norning, you were very briefly
summari zi ng where you thought the task force was,
enuner ating what some of the key issues were. And | think
alittle bit more of that now at this stage will give us a
sense that we are heading to some pretty positive results.
So | would agree with Peter. | do agree too that the
di scussion has to be public. A certain amount can go on
this other way, but we do need public discussion as we
reach a consensus.

CHAl RVAN ENTHOVEN.  Let ne ask your thoughts
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on one thing. Diane, | would be interested in your
t hought about this. How specific do we need to be?

Take sonething like risk adjustment, on
whi ch we've had a | ot of discussion now, and ny guess is
everybody is pretty much persuaded this is an inportant
thing that needs to happen

| can picture us making a fairly clear
statenent that explains this is the idea, this is why it
ought to happen. |If we just put that out there, |I can see
that having some positive benefits fromthe point of view
of reinforcing and encouragi ng PERS, perhaps having a
positive effect on PBGH, wi thout going to -- proceeding to
anot her | evel of detail, which is where we say to the
legislature not only do we think risk adjustnent is
inmportant and all that, but we recommend that you pass a
| aw t hat does such and such. Now, what do you think --
shoul d we be heading for broad policy statements, or do we
have to get down something specific?

M5. GRIFFITHS: The nore specific you are
the nore likely it is the legislature will -- someone w |l
introduce what you have in mnd. The nore general you
are, the nore they spin off in an effort to achieve the
goal you're trying to achieve, but in a different
direction than people in this roomhad antici pated

So it's useful to have broad directive. But
the nore specific they are, the nore likely they are to go
in the same direction. Now, obviously, the principle is

the nore specific you are, the harder it nay be to get a
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consensus in the room

CHAl RVAN ENTHOVEN:  Sorre of these things
depend on some confl uence of |egislative and vol untary
action.

M5. GRIFFITHS: Exactly

CHAI RVAN ENTHOVEN:  So that's val uabl e
advice. So where we can try to --

M. GRIFFITHS: |f what you' re seeking to
achieve is |egislative change

M5. RCDRIGUEZ- TRIAS: There may be some
things that may be | egislation or some other sectors of
shaping things along. So | would say that maybe we shoul d
see where that falls out when we have the reconmmendati ons.

CHAl RVAN ENTHOVEN:  Yeah, | was i nagi ni ng
for exanple, one thing with advice to the governor to say
we recommend that he direct the Departnent of Corporations
to make a maximumeffort to cooperate with public -- with
the private sector on CCHRI and other such reporting
initiatives, where those activities can nmeet the public
requirements without reinventing the wheel or duplicating
So that woul d be kind of advice to the governor about
policy directives to his own people.

M. GRIFFITHS: | think the sane principa
woul d probably be applicable. The nore specific you are,
the nore likely the governor would be to say yes or no
rather if you' re nore general

MS. SKUBI K: Because Phil isn't here, 1'd

like to say on his behal f that sonething that woul d be
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very useful in this process is to really think about that
matrix. He spent a fair anount of tine devel oping that.

Real |y getting down to specifics just what
level of intensity of reconmendation do you want to make,
task force. |Is this something that you want to have as
advice or is this something that you want to have as
| egislation or regul ati on?

VW need to get down to that level, and |
encourage you with your ERGs to think about that as you
create your matrixes or as we work with you to help create
those matrixes of options and then approach with | evels of
intensity.

MR LEE | think we need to nove front
saying here's the range to -- here's what we need to be
tal ki ng about . Sone cases will end up being very
general, and sone cases | think we'll nake
reconmendations, |'d expect to private bodies.

For risk adjustment, | woul d hope we woul d
make a strong recomrendati on that PBGH do "X " PBGH can
say yes or no. That's their option, but it's our
reconmendation. Simlarly, one of the issue raised by the
| ast panel was there's federal issues related to nedical
educat i on.

| think it's certainly within the domai n of
this task force to conment on federal issues that inpact
dramatically our state. You know, we have a small bully
pul pit, so to speak, and | think we can't -- to not

comment on federal issues because we're the State of
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California's Managed Care Task Force, | think it woul d not
be responsible in terns of pretending the federal contact
doesn't inpact us greatly.

But the more we can westle through the
specifics, the nore the specifics are going to carry
wei ght, which is why the discussions, as we're w apping
up, we need to get nore time to not having presentations
made to us, so we can tal k about either specific
recommendati ons or broad ones.

M5. FINBERG | would agree with that. And
I think what would be helpful is if the staff is going to
prepare briefing papers in lieu of the expert research
groups of menbers that they be in terns of possible
reconmendati ons that can be di scussed yea or nay, as
opposed to principals, and naybe one or two
reconmendations that there's going to be sone hot issues
where we need to |l ook at that range.

And ny guess is, you know, we aren't going
to be in agreement at the beginning of the session, naybe
we would be closer at the end. | don't know But | feel
very frustrated that we haven't gotten to that level with
any of the subjects.

| think that we brushed the issues in a few
of the subjects that we've started to discuss, but we
haven't deternmined the | evel of agreement on any of those
issues. And so | really think it would be good to
maximze that. | agree with the comments about |ess

presentations, although they are informative. W have to
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do our jobs. And | do think it's public. People can
wite what they think, but at sone point, it needs to be
stated out | oud.

MB. SKUBI K: | would hope that because we
al ready have invitations extended to a small nunber of
peopl e that at |east we could allow one hour per rneeting
for the public to cone and give their perspective on
managed care. | think that is a process -- thisis a
public process, and we need to be respectful of all the
peopl e who aren't at this table. And | know we've had a
lot of sort of health care 101 here, but | think that's
what hel ped to bring the group together, and | feel like
they can nake some recomrendations together. So | hope
that you will allowus to at |east hear snall perspectives
fromdifferent groups.

MR G LBERT: Can you explain the difference
bet ween -- because you nade two different statements. You
tal ked about invitations extended to individuals. You
tal ked about public -- what | consider public testinony
and comment, which | see those as two very different
t hi ngs.

MS. FINBERG M too.

MR G LBERT: | think what we're trying to
say, the small group of us that are left, is we really
don't want formal presentations. W're past that stage.
W certainly want comments fromthe public at all points.

M5. SKUBIK:  And you're required to have

that.
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MR G LBERT: So | guess what | would say is
even if those invitations are extended, | think we're
trying to give a clear nmessage here that we've got lots
and | ots of discussion work to do that's got to be
or gani zed.

CHAl RVAN ENTHOVEN.  Who are they, Hattie?

Is it Dr. Lewin?

MB. SKUBI K:  Jack Lewin was going to be
here, and then one of our task force menbers, Terry
Hartshorn, had particularly asked for a presentation to be
put together fromthe nedical groups of California on just
how t he funding streams go. And those invitations have
gone out for --

CHAl RVAN ENTHOVEN:.  Are those the only two?

M5. SKUBI K:  Those are the only two that |
can think of.

MR LEE |I'mnot sure what to do, because
it seems very hard to reign in the panel discussions to an
hour. If we could say for those two, keep themboth for
an hour, and we have our block of tinme to talk. But |I'm
very concerned that -- and again, we've all tal ked about
the inportant role of nedical groups that will help inform
our discussions, but what will help us nore is actually
tal ki ng about the substance of reconmmendati ons.

M5. SINGH | just have a quick
reconmendation to make, and that is | obviously see the
val ue of having an opportunity for task force menbers to

di scuss and debat e these issues.
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Per haps those invitations that we've
extended for outside presentations, at |east schedul e
those for very last, the very last thing of the day.
Therefore, we can have sone dedicated tinme to get down to
the inportant issues of that particular neeting, and then
we can have an hour's worth of presentations at the very
end. | nean, just for those that have been extended
al ready. W always have to allow for sone public comrent.
W're required, of course, as everyone knows. But perhaps
that woul d reach a happy medi um

MR LEE O another suggestion on the same
lines is to note that everyone mght be there. W'IIl have
presentation tinme, which is not voting session that goes
from8:30 to 9:30. And those people who are in L. A that
want to get up early can drive and make it.

MR FINBERG o for the end, Peter.

MR LEE Ckay. |'ll go for the end.

MB. SINGH And if menbers wish to hear this
presentation, they can stay.

MR WERDEGAR | thought we had a CVA
presentation?

CHAl RVAN ENTHOVEN:  And we al so got a nice
long letter fromhim Look, we had back in 1993 and 1994
some peopl e in Washi ngton who made a di sastrous m st ake,
and that is they absolutely froze out the nedical
prof essi on out of discussions about --

MR LEE | don't think -- the nedical

profession can't claimthat is the case in this process.
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MR SPURLOCK: So we're okay. W' ve checked
that.

M5. SINGE | think the narginal gape is
smal | .

CHAl RVAN ENTHOVEN:  Forever, | think.

MR SPURLOCK: | talked to Jack, and | think
he's going to talk very generally and broadly.

CHAI RVAN ENTHOVEN: | studied their
docunent, which | thought had a lot of interesting ideas
I"mnot sure we really need that, and -- but on the other
hand, | want to be sure we don't insult |eaders of the
California medical --

M5. SKUBIK: It's really not -- it's not an
issue of a particular interest group. It's an issue of
maki ng sure that this is an inclusive process, and
al | owi ng one hour for each of our next neetings at the end
of the day, | think that's a perfectly nice conpronise

M5. RCDRIGUEZ-TRIAS: | just wanted to make
one comment. W do have to nake a col |l ective agreenent
that we don't take it out at the end of the day, it's
di srespectful.

MR SPURLOCK: It is.

MR LEE It's easy to say to us here

M5. FINBERG | think it would be very
difficult for sonme people

M5. SKUBI K:  Sorebody nade the suggestion of
a very early tinme. |Is that better for the task force

menbers? Wuld you prefer that if we're going to have an
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hour --

MR G LBERT: M only obvious comment is
froma schedul i ng perspective today, we ran out of tine
for one of the mandated ERGs that is specifically called
for inthe bill, and we didn't have a chance to do that
presentation. W had to put that off to another time
because we schedul ed things such that it kind of ran into
that being the end.

I think we have to have our standard
di scussion that we are all asking for in the beginning
with the presentations at the end, and those of us who are
here will be here, and we'll listen to the presentation.

CHAI RVAN ENTHOVEN  That's to start with ERG
and the work we've got to do while we're still fresh.

MR LEE Could we relay to the ERGs that
they try to frame their presentations to focus on the
areas we need to tal k about, not on the -- we didn't need
a consensus here. The ERG presentation we're tal ki ng
about neaty or fibrous issues.

MR G LBERT: Since | have Mark Heilpler in
our group, we'll --

CHAl RVAN ENTHOVEN:  All we have to do is get
Terry Hartshorn into your group.

Al right. That's been a useful discussion.
I think we'll be able to respond to that. Finally, we
have three menbers of the general public who have filed
speaker cards. And if they're still here and want to

speak, we have Arlis Anderson Rothma, California Coalition
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of Nurse Practitioners.

M5. ROTHMA: |I'mgoing to change ny hat if |
can. | was really here to address the doctor/patient
relationship. That didn't get presented. If | could
switch ny other hat, which is fromthe University of
California Comm ssion on the Future of Medi cal Education,
which Charlie Wlson and | staff, and | think we sent you
our reports, and that speaks a little bit to Rebecca's
concern that acadenic medicine is stonewal ling.

One of the major things we called for in
that report was an integration saying to UC you must
integrate and col | aborate with managed care organi zati ons
to train students, nedical students, and other health care
prof essi onal students as well.

So we really put heavy weight on that as an
i nportant movenent for academ c nedicine and health care
training, but | think we also have to | ook at the other
side. W know, those of us who are in the finance of QV,
we know than the | ME portion has been going to themfor a
long time, with that of the ACC cap, and that's been going
to themfor a long tine without themreally reciprocating
educat i onal experi ence.

VW need to call managed care organi zati ons
to the plate and ask for their help. And | would |ove
some ideas of econonic incentives or nanaged care
organi zations to participate in the educational process.

I think it's very, very inportant.

M/ other piece that | was going to tal k
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about for the California Coalition of Nurse Practitioners,
we sent you a letter. And I'Il talk to Sara nore about
that. It's, in fact, based on the funding streans and the
way the nedical groups are getting noney.

VW are having a ot of trouble in terns of
getting reinbursenent for practitioner practice as well as
mdwi fe practice in the state, and | need to talk to you
about that. But | can do that in a different format. |If
you' re not going to have the doctor/patient discussions or
the fund stream di scussi ons, we can make public comment at
the next session anyway. |s that the way that will work?

MR LEE. W will be having those
di scussi ons.

M5. ROTHVA:  You just won't have the
presentations?

CHAIl RVAN ENTHOVEN: W' | have the
presentations and di scussi ons.

M5. FINBERG W' re having them by task
force menbers. |It's the outside presentations we're
trying to cut back. And here we have nenbers we're goi ng
to present.

CHAl RVAN ENTHOVEN:  Thank you very nuch.

Lynni e Morgan. Parent, founder, director.
She's here. Wl cone back.

MB. MORGAN  Hell o.

CHAl RVAN ENTHOVEN:  |s this your fourth
consecuti ve appearance?

MB. MORGAN:  Appearance, yes. | don't have
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to sing or anything, do |? Do | need to wake you up?
Maybe | can do a little rendition of Amazing G ace

Actual ly, what | would |like to address,
really was | ooking forward to talking -- addressing the
doctor/patient relationship because | think if we weren't
here, if we didn't have that issue, that the patient
wasn't getting what they needed fromtheir HVO or
caregiver, we wouldn't even have the need for the task
force

So the bottomline is that the patient isn't
getting what they need at this time. And | think that
it's interesting today that you tal ked about risk
adjustnent. And | think that what | heard today from Dr.
Left was extrenely encouragi ng froma consuner viewpoint.

However, | think that there's sonething that
was mssed today in the presentation, and that was that
the adjusting is going to be highlighting politically
correct diseases, if you will. So AIDS, a |lot of people
have AIDS, and there is an easy way to di agnose Al DS

And | think that diabetes is a popul ar
di sease. People who are easily diagnosed w th diabetes
are going to be addressed. Their needs will be addressed
But there's a segment of the popul ation that's not going
to be addressed by needs adj ustnent.

Wien you nake your reconmrendations, when you
have your discussions, it's really wonderful to talk about
serving those popul ations, those |arge anounts of

popul ations. And if you want to pursue your
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reconmendations for that, to me what you' re saying to the
consuner is that nmight is right, because it's a large
popul ation and they are easily diagnosed, that they get
the funding, and are in that -- in that perspective --

CHAI RVAN ENTHOVEN. | think part of it is
when you're trying to explain it to people who aren't
famliar with it, it's easier to talk in terns of diseases
that are fairly famliar.

But | think in the actual statistical and
actual nathematical nodel, they' re reaching out for
everything they can get their hands on including
infrequent and costly diseases

Maybe in sone cases when you say organ
di sease, they just have a very hard tine coming up with
the diagnostic measurenents that are defined and so forth

But |'msure that part of the idea of the
research methodol ogy is to try to deal with that problem
So this is not -- this is not an exercise that's saying
let's respond to the people with Al DS and di abetes because
they' re organi zed and well known. |[It's an exercise in
trying to deal with all of the diagnoses and convert those
into their econom c significance

M5. MORGAN:  Wiat | heard today in the
term nol ogy was that the diagnosis would be an integral
part of the process of giving nonies or bal anci ng out
moni es, and what |'msaying to you is that there is a
| arge segment of the popul ation that has no di agnosis.

Wi ch, for exanple, when our daughter was
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deni ed services through our HMO. | went and filed the
with the California Department of Corporations after of
going through the grievance process, but | also went to
the press and picketed ny HMO for six nonths.

Kai ser, which is ny HMO, told the press that
ny daughter had no diagnosis. Now, scrawled all over her
charts is suspected mtochondrial encephalitis. According
to ny HMO, ny daughter has no diagnosis, and | guess what
I'"'msaying is that | amconcerned that the task force is
going to take reconmmendations, and that the wording is
going to be that those people are |ike ny daughter and
ot her peopl e who have mtochondrial disease or other organ
di seases, are, once again, because in the HMO they are
very much rel egated to the bottom of the rung, and ask me
about it.

| asked for services for ny child, and |
speak to hundreds of people a year, 1,000 people wthin
the last two years, who are having extrene amounts of
probl em getting services and diagnosis fromtheir HVO
because they're -- the terminology -- and it's too bad
Steve's not here for the interpretation of the wording,
al l ows the health nai ntenance organi zation to deny those
servi ces.

And | think -- I'"msorry |'mnot going to be

able to go to Southern California to hear the

patient/doctor relationship. | can't afford to fly down
there. But if | were there, | would say that is the crux
of the doctor/patient relationship, and the -- and the
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degradation of that relationship by perverse incentives is
going to be now further destroyed by not taking those out,
and by adding on nore wording that really del egates those
with chronic serious illness to again the bottom of the
barrel.

I'mjust asking you as a task force to be

sensitive to the wording. That's all I'm-- that's what
I'mpresenting to you. Because -- be careful of the
wording. And | just recomrend that you are extrenely

careful not to exclude those of us who need nedical care
that don't fit into any slots. Try to think outside of
the box.

MR SPURLOCK: | think this really speaks to
the issue of how do you risk adjust Gaucher's disease.
Wien they're rare and very expensive di seases and not
comon, it's hard to risk adjust using our typical nodels,
even if we have great nodels. And that's sort of why |
was alluding to earlier to the notion of carving out.
There nmay be certain situations that you want to carve out
these rare diseases that you couldn't risk adjust in any
situation because of the statistical validity or whatever.
And we have a separate class that we carve out, and we
insure that class as a CCS of adults, that kind of thing.

CHAI RVAN ENTHOVEN:  Sure. | think that
makes a lot of sense. And | think carving out Gaucher's
disease is a good illustration because it's so infrequent
and so costly.

And one coul d imagine as part of this whole
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system havi ng certai n designated regional centers, just
say those patients will be sent there, and paynent will be
broadly based. And every health plan will contribute for
sonet hi ng.

MR SPURLOCK: Li ke CCS?

CHAl RVAN ENTHOVEN.  And, in fact, this is
going to have to be trial and error and experimentati on,
and different approaches. There is still alot of art in
this.

The last thing that I'd like to nmention too
is that the National O ganization for Rare Disorders has a
newsl etter called the Organ D sease Update. In the -- in
two issues ago, they actually tal ked about the
inplications of academ c organi zations not getting
referrals, HVOs.

Wien patients, such as ny daughter or people
with AIDS are not referred to nedical centers, for
exanple, here in California or even, say, sent to Emery
University for testing, then those -- they not only mss
out on the financial |evel, but we sort of cut our nose
off to spite our face, because those doctors don't get
experience with those rare disorders. So

| would al so ask that the task force
consi der that you sort of shoot yourself in the foot when
you -- when you limt or when you don't regul ate and you
limt a referral system You have a self-linmting
referral systemfor parents. The patient |oses out. The

state | oses out. But the whole United States | oses out on
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a federal level, and the world at |arge | oses out.

Wiat woul d have happened if people hadn't
seen the AIDS patients that |ived outside of our country
and outside of our state? So | thank you very nuch.

M. Bishop, we have all lost a great
advocate. |'mvery sorry. |'mhappy for you, but I'm
sorry for the consunmers and the patients who are | osing
you because you are a treasure.

CHAl RVAN ENTHOVEN. M. Butley, California
Association of Catholic Hospitals.

MR BUTLEY: | promse to be very brief.
Wth all deference to the chairman, we had the adnonition
earlier today of staying focused on issues on this
committee. | want to take advantage of the invitation
that this comm ssion put out |ast May where they had a
series of questions | brought with me, in ternms of is
there aright to health care. W're going to issue a
policy paper on that and submt it to you in time for your
Novenber neeti ng.

I'ma realist. | knowthat's not going to
get woven into the fabric of this docunent. But | think
it's inportant to keep that kind of a question on the
table out there for future debate, because, quite frankly,
one out of five Californians not being insured and the
connecti on between insurance and health status, California
as an organism we are 20 percent sick. W' ve got a big
problemthat this comm ssion can't handle. You're doing

good work, but we can't look at it in isolation like that.
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So we're going to have to conme to grips with
how we | ook at health care. |s it a social good? Is it a
mar ket commodity? And then we have to figure out which
way we want to go. That's a collective decision.

I'mwanting to see if | could get that to
the comm ssion so they can get background ahead of the
comm ssioners. W wll be discussing it further down the
road, but | wanted to give you a heads up that that was
comng so it wasn't a surprise.

CHAl RVAN ENTHOVEN:  Thank you. Al right.
W will consider the neeting adjourned.

(Wher eupon the proceedi ngs

were adjourned at 5:00 p.m)
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